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PREFACE TO THE FIRST EDITION 

In RE c ENT years many write. 

on the development and «^^^£^fficlent atten- 
in India, but in The import- 

tion been paid to the who virtually dominate 

ant activities of the managmg g > Qns as the ma in 

industrial enterprise in India tne^ t hcir recent 

providers and guarantors f u the ; r conflicts with 

malpractices and abuses and finafly, t to be 

shareholders and directors are subjects^ ^ ^ mdustrull 

carefully studied by nt work , an attempt has 

development of India. P discusscd matters as also 

been made to covei thes Y _ dulcnt companies. 1 

the allied subject of mushroom Qmcnal growth 0 f private 

have also dealt with t e ccon0 mic significance of the 

. joint-stock companies and the ^ Amendment Act. 

provisions of the new n recent economic htc- 

P How far my my readers to judge, 

rature on these subjects, it is tor V ^ my earlicr work 

To some extent this book is fl finance in India. In 
published last year, Banking ; modcrn banking 

that book, I studied new and objective angle 

institutions in India A° m a Y ds f industry and trade. 

and with special reference to the needs^ ^ can and 

In the present work, the p industrial enterprise 

should play in the matter of and> ;ls before, from 

in India has been considered j havc attempted to 

a purely economic standpoi . > subsists in India be- 

bring °th rnoWems'of'"industrial management on the one 
hand* and those of industrial finance on thc °^ r ' gratitude 

In conclusion, I ^f^ndon, who gave me 

to the authorities of the Un vc " y k wit hin a short space 
special permission to complete thi ur ycars in India, 

of four months and after a lon S prof jJ^ ne i Robbins and 

I am also grateful to my te » s choo l of Economics, for 

Dr . Vera Anstcy of the London School mentio n the 

their valuable help and guidance. I must 
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various Chambers of Commerce and Shareholders’ Asso¬ 
ciations in India, who very kindly supplied me with copies 
of their carefully prepared memoranda .on the Indian Com¬ 
panies’ Act (Amendment) Bill, 1936, and who also replied 
to a number of questions put by me to them. I only hope 
that this book will be of at least some use to them. 

N. Das 

London School of Economics 

and Political Science 
May 1937 



PREFACE TO THE SECOND REVISED EDITION 

This book went out of print in 1948, and since then I have 
been receiving requests from many quarters to bring out a 
reused and up-to-date version of it. I could not, however, 
undertake the work for some time, mainly because of the 
uncertainties about the future of company management and 
administration in this country. It was ony when the.new 
Companies Bill was finally passed by the Indian legislature 
that I could direct my attention to the work of revision. 

As I started on the work, however, I found that mere 
revision would not meet the situation. Not only had the facts 
and circumstances changed considerably since the book wa 
first published in 1938, but the entire economic and sucial 
landscape had undergone a transformation, almos beyond 
recognition. I, therefore, had to completely rewrite the book. 
Those who have in their possession a copy of the first edition 
of this book will, I fear, find that the present edition represents 

an entirely new book. . , ^ 

I should like to take this opportunity of expressing my d p 

gratitude to the different Chambers of Commerce and Indus- 

try & Associations who have ungrudgingly placed at my 

disposal the memoranda or notes they had submitted to 

various Committees and Commissions set up by the Govern ' 
ment of India since 1947. Thanks are also due to the Research 
and Statistics Division of the Department of Company Law 
Administration in the Ministry of Finance, Government of 
India. I have freely drawn upon the excellent monthly and 
annual reports published by this Department. I should like to 
add, however, that the views expressed herein are exclusively 
mine and should not be taken to reflect those of the Depart¬ 
ment of Company Law Administration or of any other 

organization of Government. 

N. Das 


Calcutta 
April 1956 


PREFACE TO THE THIRD REVISED EDITION 

The second revised edition of this book was published 
in April 1956, coinciding more or less with the coining into 
operation of the new Indian Companies Act and also the 
beginning of the Second Five-Year Plan. Since then, the 
country has had an opportunity of assessing and evaluating 
the impact of the Act on industrial enterprise. The Second 
Five-Year Plan has also been completed and the Third Five- 
Year Plan has just begun: there has occurred a tremendous 
economic upsurge during the period 1956-61. I, therefore, 
thought it fit to revise the book afresh, incorporating in it 
all the latest facts and data and highlighting the new trends, 
especially developments in the so-called public sector. Atten¬ 
tion is particularly invited to the three new chapters I have 
put in, viz. those relating to Concentration of Economic Power , 
Problems of Management , and Company Finance and Profits. I only 
hope that this third revised edition will receive from the public 
as generous a reception as the two previous ones did. 

In revising the book, I have drawn freely upon the reports 
and memoranda issued by the Department of Company Law 
Administration, Government of India, New Delhi, and the 
bulletins published by the Reserve Bank of India, Bombay. 
To both these organizations I express my deep gratitude. I 
am also thankful for the assistance I have received from my 
colleague Mr. P. Y. Chinchankar, in checking up the Statis¬ 
tical Tables and other relevant data. Finally, I must express 
my gratitude to my Secretary' Eva D’ Silva for the care she 
has taken in preparing the typescript, re-arranging the new' 
material I have incorporated in this book and generally keep¬ 
ing up with the high tempo at which I worked. 


Bombay 
April 1961 


N. Das 



PREFACE TO THE FOURTH REVISED EDITION 

The last revised edition had such a generous reception 
from the public that it was exhausted in less than a year and 

it became necessary to bring out a fresh edition. 

To be really useful, a book of this kind must give the latest 
facts and figures. Accordingly, I have taken this oppor¬ 
tunity to bring all the relevant information and data (includi g 
the Tables in the Appendix) up to date. 


Bombay, 
June 1962. 
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Chapter I 

THE DEVELOPMENT OF MODERN INDUSTRIAL 

ENTERPRISE IN INDIA 


The Beginning . . T 

The development of modern industrial enterprise in India 
is not more than a century old. It is true that a few mdustna 
undertakings were started in the first half of the nineteenth 
century—by British capitalists in the Bengal Presidency and 
by some Indian merchants in the province of Bombay, but 
they were more or less pioneer undertakings started in a 
rather haphazard fashion and none of them presented he 
intricate problems of modern capitalistic enterprise the 

problems of finance and management. 

Even in Western India, most of the industrial enterprise 
was dominated by the British. Contrary to popular belief, 
the cotton mill industry of Bombay and other parts of the 
country was not exclusively Indian, looked at from any 
point of view-whether financial, personnel or ownership. 
The first cotton mill was put up in India in 1817 by an English- 
man, but it failed. The Fort Gloster Mill was put up in1830 
in Bengal under European management. C. N. Uavars 
mill in Bombay (established in 1854) was partly owned by 
Englishmen. Killick, Nbton & Co., a Bnttsh firm of managing 
agents, laid the foundation-stone of their Kohmoor Mill as 
early as 1870. Even in later days, we find the Sassoon, Greavc 
and Cotton, Bradley and Brady interests dominating the 
industry in Bombay, and the Harveys, Staneses and others 
setting up cotton mills in Madura, Coimbatore and Cawnpore 
As regards the jute and tea industries, they were exclusively 
European to start with, and so were the cofree and sugar 

Pl The“re n asons for this state of affairs were obvious. The 
traditional industries and crafts of India had declined 
partly owing to the impact of machine-made goods and 
partly owing to the deliberate pursuit of a policy to retain 
India as a permanent market (almost a dumping grou 
i S . D. Mehta, The Indian Cotton Textile Industry , Bombay. 1953. 
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for articles manufactured in the U. K. In due course, there 
was some relaxation of this policy, because it was found 
that there were some local raw materials which could be 
processed more economically inside the country than be 
exported as such to the U. K. Moreover, her economic hold 
over India having been well secured, the Government 
could afford to make a few minor concessions. And, when 
relaxation came, it was the British merchants with their 
connexions (and sometimes head offices ) in the U. K. who 
were in a better position to take advantage of the situation 
than the Indian business community. Secondly, the latter 
were generally apprehensive of embarking on new ventures 
and part at least of their apprehension arose from the fact 
that economic policy was still dictated by British interests 
in the mother country. 1 

The Swadeshi Movement and After 

The year 1905 was a turning period in the history of indus¬ 
trial enterprise in India. The partition of Bengal, announced 
by Lord Curzon, led directly to the Swadeshi movement 
urging the boycott of foreign goods and the use by consumers 
of articles produced locally. The industrial consciousness of 
the people was stirred to a phenomenal degree almost over¬ 
night and there was a great outburst of industrial promotion 
by Indians themselves. The number of joint-stock companies 
registered in India rose from 1,340 in 1900 to 2,744 at the 
outbreak of World War I, and the paid-up capital increased 
from Rs 34.7 crorcs to Rs 76.6 crorcs. 

As more and more people turned ther attention towards 
the promotion of new industrial ventures, difficulties began 
to be encountered. Throughout the three decades between 
1920 and 1950, we find entrepreneurs complaining that 
capital was shy and inadequate both for the launching of 
new enterprises and for the development of existing ones, 
and, for this, they blamed the apathy of the general body 
of investors and the conservative policy pursued by the 
various banking institutions. Investors and the general public, 
on the other hand, retorted that it was the defective manage- 

1 For a very exhaustive historical survey, the reader is referred to the 
author's Banking and Industrial Finance in'India, Calcutta, 1936, Chs. II-VII. 


THE SWADESHI MOVEMENT AND AFTER J 

ment of industrial enterprise which was at the root of all 
the trouble. Echoes of these two conflicting statements can 
be heard even today, when industrial production has reached 
a new all-time peak, rapid technological progress has been 
achieved and production patterns have also altered almost 

bevond recognition. 1 . , 

Let us, however, go back to the period 1914-47 1 . e. the 

period between the outbreak of World War I and the attain¬ 
ment of independence by India. The impact of World War I 
on the industrial development of the country was not in¬ 
considerable. Towards the middle of the war, the Bnush 
Government realised that an industrially developed India 
could have been of greater use to them even from the hunted 
objective of winning the war. Special attention was, there¬ 
fore, paid to the development of selected industries an 
Industrial Commission was appointed in 1916 to conduct 
a comprehensive survey of resources and mdustnal possibihti . 
The Indian Munitions Board was set up in 1917 to ioste 
the development of certain types of industries and, as a 
result, several new industries were started and many existing 

ones were further developed and extended. 

As soon as the war ended, however, the new interest dis¬ 
played by the rulers of the country flagged and even the 
halting recommendations made by the Indian Industry 
Commission were shelved. The net result was that beyond 
affording temporary gains to a few weli-eatablished Industrie ^ 
World War I did nothing to set the country fir mly on he 
road to industrialisation. After 1918, the few industries whmh 
had been established on account of the war either seated 
or decayed; they could not face the competition from advanced 

industrial countries.’ , , . 

The inter-war period (1918-1939) was also marked by 

the lack of a positive and vigorous policy. It is true tn 
the Fiscal Autonomy convention was adopted by the criusi 
Parliament in 1921, so that India could follow an indepen¬ 
dent fiscal policy, but the ‘independence granted was hedged 
in by a number of restrictions. The same year, an 
Fiscal Commission was appointed to recommend a sui a 
* See. for example, P. A. Wadia and K. T. Merchant. Our Economic Pro¬ 
blem, Bombay, 1960, Chs. XX1V-XXVI. 
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fiscal policy and, on the recommendation of this body, the 
Government of India adopted the doctrine of ‘discriminating 
protection’. This was a step forward, in as much as, from 
this time onwards, the State ceased to be a disinterested 
spectator and committed itself to helping industries by the 
grant of protection in appropriate cases. In the years that 
followed, the Indian Tariff Board recommended, and the 
Government of India agreed to, the grant of protection to 
a number of industries, of which the most important were 
iron and steel, cotton textiles, sugar, paper and paper pulp, 
and match industries. But the Commission had laid down 
three rigid conditions which an industry' had to satisfy before 
it could be granted protection. These were that (a) the 
industry' must be one possessing natural advantages such as 
an abundant supply of raw material, cheap power, a sufficient 
supply of labour or a large home market; ( b ) the industry 
must be one which, without the help of protection, either 
was not likely to develop at all or was not likely to develop as 
rapidly as was desirable in the interests of the country; and 
(c) the industry' must be one which would eventually be 
able to face world competition without protection. 1 In the 
actual application of these conditions, the Government of 
India was even more rigid than the Tariff Board. Not infre¬ 
quently', the former turned down the recommendations made 
by the latter—on the ground that the Board had not given 
due attention to all the three ‘requirements’ of the new fiscal 
policy. 2 

{ As has been aptly pointed out by a later commission (the 
Fiscal Commission of 1949-50), there was a fundamental 
defect in the approach of the Indian Tariff Board to the 
problem of protection. ‘Protection was not visualised as an 
instrument of general economic development, but was viewed 
as a means of enabling particular industries to withstand 

1 This is how* the Indian Fiscal Commission summed up their general atti¬ 
tude towards the quantity and quality of protection to be given: 'The protec¬ 
tion we contemplate is a temporary protection to be given to such industries 
ns will eventually be able to stand alone.’ 

2 For example, the Government of India refused to accept ttic Tariff Board’s 
recommendations for planting protection to glass and the worsted sections of 
the woollen industry on the ground that the essential raw materials were not 
available in the country. Similarly, the locomotive manufacturing industry 
was denied protection in 1921 on the ground that the home market was not 
large enough. 
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foreign competition. This resulted in a somewhat lop-sided 
development, With such an approach, it was not possible 
for basic and key industries to develop. It is also likely Uia 
the protection of isolated industries without a positive effort 
being made at the same time to provide facilities for t e 
establishment of allied industries added to the total burden 

on the community.’ 1 . „ , , , 

The result was that India remained industrially backward 

even on the eve of the outbreak of World War II. Barring 
the growth of a few consumers’ goods industries (the iron 
and steel industry was the only exception), there was prac¬ 
tically no development in the sphere of capital goods industries. 
Although India had become a permanent member of the 1LU 
as one of the twelve States of major industrial importan , 
her economy was weak and her industrial development lop¬ 
sided. This was reflected in the figures of workers employed 
in industries, returned under the Factories Act Between 
1897 and 1914, the number of industrial workers had increase 
from 421,000 to 951,000, but between 1922 and 1959, it 
had increased from 1,361,000 to only 1,751,000. Secondly 
while India had become independent of foreign countr 
in respect of sugar and cotton goods and was able to mee 
part of her requirements of cement and iron and steel 
from her own production, she was still largely dependent on 
them for the offtake of a substantial par, of her production 
of raw materials. What was worse was that she had to depend 
almost entirely on these countries for the supply ° f ™ehmery 
and other capital goods. Even the Economul of London in 
its survey of Indian industrialisation at the end of 1936 
observed: ‘Although India has begun to modernise her 

industries, it can hardly be said that she is as y g 

industrialised.’ * Another disinterested observer remarked as 
follows in 1934: ‘With abundant supplies of raw cotton, 
jute, easily mined coal, easily mined and exceptional 

> Report of the Fiscal Commission > W9-50 Ji’n 'imTia ami 

= It is true (hat the number of ioint stock compaii R ^ • , capital 

at work increased from 4,708 in 1 . » )llt ,[ 1CSC (mures in- 

from Rs. 164.5 crores in 1921 to Rs 290.4 crorcs I • k . s an(1 \ anA an d 
elude banking, loan and insurance company- trading ^1^^, ( , |C incrcase 
building companies. If the figures for these , R - 6 j cro rcs in 

works out from 1,701 companies with a P ai ^X?Rs 51 7 crones in 1939. 
1921 to 3,278 companies with a paid-up capital of Rs 1j • 
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grade iron ore; with a redundant population often starving 
because of lack of profitable employment; with a hoard ot 
gold and silver second perhaps to that of no other country 
in the world, and with access through the British Government 
to a money market which was lending large quantities o 
capital to the entire world; with an opemng under their 
own flag for British business leaders who were developing, 
both at home and in numerous new countries, all sorts o 
capitalistic industries; with an excellent market within her 
own border and near at hand in which others were selling 
great quantities of manufactures, with all these advantages 
India, after a century, was supporting only about two per 
cent of her population by factory industry. 1 .... , 

Meanwhile, the Working Committee of the Indian National 
Congress had formulated (in August 1937) a definite policy 
with regard to industrial and social planning. They recom¬ 
mended to the Congress Ministers, who had assumed power 
in most provinces, the appointment of a committee of experts 
‘to consider urgent and vital problems the solution of which 
was necessary to any scheme of national reconstruction and 
social planning.’ It was emphasised that such a solution would 
require extensive surveys and collection of data, as well as 
a clearly defined social objective. In July 1938, it w r as decided, 
as a preliminary step, to convene a conference of the Ministers 
of Industries of the various provinces and call for a report 
on the existing industries operating in different provinces and 
the needs and possibilities of developing new ones. 

This conference was held in Delhi in October 1938, and 
the thesis was laid down that the problems of poverty and 
unemployment, of national defence and economic regenera¬ 
tion in general, could not be solved without industrialisation. 
It was decided that, as a step towards such industrialisation, 
a comprehensive scheme of national planning should be 
drawn up—a scheme providing for the development of heavy 
key industries, medium-scale industries as well as cottage 
industries, keeping in view the requirements, resources and 
peculiar circumstances of the country'. With a view to giving 
effect to the above policy, a National Planning Committee 


1 D. H. Buchanan, The Development of Capitalistic Enterprise in India, 
New York, 1931. 
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was set UD The Committee started functioning almost lmme- 
rX but World War II broke out and India was dragged 
in as Y ’a co-belligerent. All the Congress Ministries m the 

Provinces tendered their resignation b y way of protest and 

many of the leaders were put behind prison bars. The siork 
of the National Planning Committee was, therefore, he p. 

World War II and the Post-War Period 

The outbreak of World War II found the Government of 
India almost unchanged in its general attitude t«rfs ‘h 
development of industries. As the war progressed (P ar “‘> 
after Japan’s entry into it), however, Government felt ha 
India should develop as speedily as possible into an industrial 

arsenal for the Allied forces. The fall of Fran 
bombing of British ships and the Japanese penetration into 

the Southern Pacific demonstrated the dangers to an 
with widely scattered lines of communication. Indla 

Australia were accordingly chosen as ‘^X^ed from 
Rv the end of 1941, pig iron production had increased lrom 

1,600,000 tons in 1938-39 to 2,000,000 tons OMO 

production increased from 867,000 tons m 1939 to 1 «0,000 
tons in 1942. ^ big programme was initiated ^ 

the expansion, of armaments works, explosi p ‘ 

.mall factories Forty-four firms were licensed to manulac 

manufactures, hardware, glassware cutlery and optical 
and the beginnings of a heavy chemical indusuy were 
in 1941 resulting in the production of sulphuric aci , • 
thetic ammonia, caustic soda, chlorine and DicingT-vde, 
The value of exports of manufactured articles ro e 1 om 
47 6 crorcs in 1938-39 to Rs 81.2 crorcs in 194U41. 
In 1940, the Commerce Member of the Government^ 
India announced that industries started dunng 
would be adequately protected if they were organised on 

sound business lines. 
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Nevertheless, even during the closing stages of the war, 
British policy was opposed to any rapid growth of heavy 
industries controlled and managed by Indians. Secondly, the very 
conditions created by the war had some adverse effects on 
industrial development in the immediate post-war period. 
The capital equipment of almost all industries had been 
strained to the maximum during the six years of the war. 
Many factories were working extra shifts and there was a 
continuous deterioration of plant and machinery, due to 
want of proper maintenance and replacement. The result was 
that when the war ended, most of the industries found it 
difficult to undertake large-scale replacement of worn out 
plant and machinery. 1 The following figures of industrial 
production between 1938 and 1946 tell their own story: 


Index of Industrial Production 
(1937=100) 


1938 

1939 
19-10 

1941 

1942 

1943 

1944 

1945 
J916 


General 

Cotton 


Index 

Textiles 

Jute 

105.4 

109.9 

98.3 

102.7 

104.3 

92.4 

109.9 

103.6 

96.1 

117.8 

114.8 

92.4 

111.2 

102.0 

99.5 

117.0 

117.0 

84.4 

117.0 

122.9 

8G.7 

120 0 

120.0 

84.4 

109.0 

101.9 

8-1.6 


Steel 

Che mi cals 

Cement 

108.0 

84.4 

124.8 

125.0 

103.9 

152.9 

125.5 

133.3 

152.1 

131.1 

153.2 

185.8 

136.7 

138.7 

194.5 

141.5 

138.6 

188.4 

139.(5 

126.3 

182.1 

142.9 

134.1 

196.5 

1S0.0 

111.2 

181.1 


In other words, the increase in industrial output was only 
about 20 per cent during the period of World War II. 

The post-war period (1945-1947) saw a steady falling off 
in industrial production. To some extent, this was inevitable, 
as demand arising out of war efforts had suddenly come 
to an end. But industrial activity did not suffer any setback. 
The number and paid-up capital of joint-stock companies 
registered and at work in India actually increased from 
14,859 and Rs 389 crorcs respectively in 1945 to 21,853 
and Rs 478.7 crores in 1947. Even excluding the figures 


1 The position in Australia was different. Although Australia served as the 
other important industrial arsenal for the Allies, a watchful and democratically 
elected Co\eminent saw to it that equipment and machinery were not strained 
beyond manageable proportions. Secondly, such industries as might be easily 
converted into civilian production at the end of the war were deliberately ex¬ 
cluded from India's share in the war effort. 
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for banking loan and insurance companies trading com¬ 
panies td^land and building societies, the p.cture was one 

of steady progress. 

Developments after 1947 

C The attainment of independence ^ India on indu “f“ al 

f °T "ee years of independence (1947-50) 
ho^er! larked 4 various kinds of 

scars left by the stresses and strains of h t . The 

r Tovlmlt h h ow d ever, ^determined to make a 

and private enterprise; ‘A dynamic national pohey must 
he directed to a continuous increase in pro u y 

C c°oaf d imn "and ^"craft manufacture, shipbuilding, 
manufacture of telephone, telegraph and wireless apparatus, 
and mineral oils, where existing private concer . he 

allowed to operate for the next ten l °f ic 

inherent right of the State to acquire any °f £ ncw 

interest and to the stipulation that t • ‘ • r t ^ e 

undertakings in this field should be the responsibility of the 

State and other public authorities; and (c) rcmai 
. The year 1947 may aptly be called the 'great divide’ in the history of India. 
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tries where private enterprise would be allowed to operate, 
subject to such Government control and regulation as were 
considered necessary. A year after, i.e. in April 1949, Govern¬ 
ment set up a Fiscal Commission (a) to examine working 
of the policy of the Government of India with regard to 
the protection of industries since 1922 when the last Fiscal 
Commission reported and ( b) to make recommendations as 
to the future policy which Government shou d adopt in 
regard to protection to, and assistance of, industries, and 
the treatment and obligation of the industries which may be 
protected and assisted. Finally, it set up, in October 1950, 
a committee to consider what amendments were 
in the Indian Companies Act, 1913, as amended in 193b, 
mainly for the healthy growth of joint-stock enterprises 
and to adequately safeguard the interests of investors and 
the general public. 

While these commissions and committees got down to 
work, the Constitution of India was being framed, laying 
down the ‘Directive Principles’ of State policy. For the first 
time it was laid down, in clear and unequivocal language, 
that the State shall so direct its policy that (a) ownership 
and control of the material resources of the community are 
distributed to subserve the common good, and (b) the opera¬ 
tion of the economic system shall not result in the concen¬ 
tration of wealth and means of production to the common 


detriment. 

The Fiscal Commission submitted its report in June 1950 
and the Company Law Committee its report in January 
1952. Meanwhile, the Planning Commission had got down 
to business and in its Report dated 7 December 1952, had 
laid down the objectives, techniques and priorities in planning. 
Speaking of the backwardness of the Indian economy, the 
Planning Commission said in 1952 that ‘the problem was 
not merely one of making the existing economic institutions 
work more eflicientlv, or making small adjustments in them. 
What was required was a transformation of that system so 
as to ensure greater efficiency as well as equality and justice. 
There were risks in going too far or too fast in these matters, but 
the risks of not moving fast enough were no less serious.’ And 
again: ‘It is clear that, in the transformation of the economy 
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that is called for, the State will have to play the crucial 
role. Whether one thinks of the problem of capital formation 
or of introduction of new techniques or of the extension of 
social services or of the overall re-alignment of the productive 
forces and class relationships within society, one comes in¬ 
evitably to the conclusion that a rapid expansion of the 
economic and social responsibilities of the State will alone 
be capable of satisfying the legitimate expectations of the 

people.’ 1 , . 

The Commission also referred specifically to the relative 

shares of the public and private sectors in the ownership of 
productive capacity and reiterated the division of the sphere 
of responsibility laid down in the Industrial Policy State¬ 
ment of 1948. In regard to the private sector, the Commission 
bluntly stated that ‘private enterprise should have a public 
purpose.’ There was no such thing under modern conditions 
as completely unregulated and free private enterprise. T le 
view that private enterprise should function only on the 
basis of unregulated profits is an anachronism. The Commis 
sion, however, added that private and public sectors shou 
not be looked upon as two separate entities: they arc, and 
must function as, parts of a single organism. 

The issue received a further seal of approval in the Eco¬ 
nomic Policy Resolution passed by the Avadi session of the 
Indian National Congress held in January, 1955. Soon after 
this, Government announced a new Industrial. Policy in a 
Resolution dated April 30, 1956, which stated that, in or cr 
to realise the objective of the socialist pattern of society, it 
was essential to qxpand the public sector. ‘This would provide 
the economic foundation for increasing opportunities for 
gainful employment and improving living standards and 
working conditions for the mass of the people. It would a so 
reduce disparities in income and wealth, prevent private 
monopoly and the concentration of economic power in t ic 
hands of small numbers of individuals. Accordingly, t c 
State must progressively assume a predominant and direct 
responsibility for setting up new industrial undertakings an 
for developing transport facilities.^ 2 

‘Planning Commission, The First Five-Year Platt, New Delhi, 

* Planning Commission, The Second Five-Year Plan, New Delhi, 
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(^Nevertheless, Government recognised that there were 
limiting factors which made it necessary (a) to define the 
field in which the State should undertake sole responsibility 
for further development and ( b ) to make a selection of indus¬ 
tries in the development of which it would play at best a 
secondary role. Industries were accordingly classified afresh into 
three categories. These three categories were (t) industries, 
the further development of which would be the exclusive 
responsibility of the State, e. g. defence industries, atomic 
energy, iron and steel, coal and lignite, mineral oils, aircraft, 
air transport, railway transport, shipbuilding, telephones and 
telephone cables, telegraphs and wireless apparatus, heavy 
plant and machinery, generation and distribution of electri¬ 
city, etc.; (ii) industries which would be progressively State- 
owned, but in which private enterprise could continue to 
operate, e.g. machine tools, fertilisers, synthetic rubber, road 
transport, sea transport, ferrous alloy and tools, etc; and 
(iii) all the remaining industries, the further development of 
which would, in general, be left to the initiative and enter¬ 
prise of the private sector. 

In pursuance of these objectives, very large investments 
have been, and arc being, made by Government in the public 
sector. In the First Plan period, the actual outlay on large- 
scale industries and programmes of mineral development 
in the public sector was onb. Rs GO crores, while the estimated 
outlay by private enterprise was Rs 340 crores. During the 
Second Plan period, however, new investments in the public 
sector amounted to Rs 870 crores as against Rs 675 crores 
in the private sector. The Third Five Year Plan envisages 
a further stepping up of industrial programmes in the public 
sector. The present allocation is Rs 1,520 crores. 1 

As a result, the industrial landscape in India today is no 
longer what it was a quarter of a century or even a decade 
ago. Rapid development of basic and heavy industries is 
taking place—in both sectors. While ‘industry’ proper ac¬ 
counted for 18.5% of the total allocation in the Second Plan, 


1 * he outlays of Rs 310 crores ami Rs 673 crores respectively in the private 
m < :<>r were induM\c of investments on expansion, replacement and moderni¬ 
sation. Vide also Afiptfitlix WX1V. 
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taken together with transport, 

more than government is to raise the 

enterprises. The objecti economy and to place 

proportion of^cap'tal good of econom ic growth Many 

the country in the take o 8 perhaps be achieved 

2^3 otSrl F^e-vear Plan• 

- J which wouId 

activise economic incentives. 1 : 


• - HVf ttm Business, 

‘Daniel L. Spencer. India-Mixed E " t * r J ,r j*j: a ' s Takeoff Problem, in ihe 
Hague 1959. See also Dr. V. Anstey s ait c e India 
1959-GO Annual Number of Capital, Calcutta. 
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FINANCING OF INDUSTRIAL ENTERPRISE : 
PRINCIPLES AND TECHNIQUES 


The Principles of Financing Industry 

When industries in India were grouped in small villages 
and towns and in small establishments, and when they catered 
for limited markets, the problem of financing them was very 
simple. 1 Capitalist economy and large-scale production 
however, brought in their train the formidable problem of 
finding finance for them: competition on a large scale, which 
is the keynote of modern capitalisdc organisation, demands 
that an enterprise, in order to be able to hold its own, must 
be in a position to get the necessary finance smoothly, regularly 

and easily, and at a reasonable rate. 

Far too many conflicting and vague statements regarding 
the ‘financial requirements’ of industries in India have been 
made in recent years. Not infrequently, people have for¬ 
gotten the fundamental distinction between block or fixed 
capital and working capital, and have stated that it is the 
business of banks or the State to find both. On the other 
hand, it has been asserted by many upholders of the doctrine 
of ‘free enterprise’ that the necessary block or fixed capital 
must come from the general public or at best from ‘institu¬ 
tional investors’ and that once this is obtained, no well- 
managed concern need have any difficulty in obtaining the 
requisite working capital or even capital for extension and 
replacements. 

Let us first analyse the financial requirements of modern 
industry. In general, industry needs two types of capital, 
viz. (a) fixed or long-term capital for the purchase of block 
assets such as land, machinery and buildings, and ( b ) working 
or short-term capital for financing stocks of raw materials, 
stores and finished products and for meeting day-to-day 
requirements. In addition, it requires capital for extension 
and replacement which is usually of a long-term nature, 
though a part of it may be considered to be medium-term. 

1 N. Das, Banking and Industrial Finance in India, Calcutta, 1936. 
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ix**- -— ^ J\i h is 

Even ae tegar^ wording ca^nJ^a^pa^ ^ materials, 
necessary Inc 1»““S * ” ’ industry is d *• oI 

Ay ” “ m “ d “ 

^“.“Set, » ~* 5 ^ 3 &£ 

periods for which sh°rt;tei ■ , ^ Comm ; t tee on State 

capital is required by mdu ry. Ben „ a i which reported 

Industrial Finance O*po*^j£ as B thosc lcnt for periods 
in 1951, regarded sh ° rt * te ™ edits a s those advanced for 
up to one year, medium-term « ten years, and long-term 

periods varying from one Y Qvcr wn years . This classi- 
credits as those made for P rded as sacrosanct, it 

fication should not, however, reg 

can only serve as «° rkin S ^ “L block and working capital 
The relative proportion^b industry to industry. 

required in an enterprise^ becomes more and more round- 
As the process of productio t0 working capital 

about or capitalistic, the ° as hydr0 -electric, iron 

required increases. In and even in jute and 

and steel, mining, pet»leum refim g, comp3rcd w wo rkmg 
cotton, block capital « very 1 8 of th e cottage and 

capital. On the other th^ is car ried on unde 

small-scale industries, where p d ^ ^ incxpcnsivc tools 
the simplest conditions and casc But ; t is not lmpro- 

ing'tpifolnee'dedTstill very in an industry 

The amount of working P f the output and the 

would depend mainly upon the va u ductive process. 

average length of time as well. The 

But there are other governing an( i the mc thods 

time at which a manufacturer ge P sales often affect the 
of buying raw materials and effect g icular enterprise 

amount of working capital needed by a pa 
of industry. 2 . popularly known a* 

1 The Commiticc on Finance for the rw 1954 , also tentatively acccp 
the ShroU Committee, which reported. »n Ap or more prec • 

this classification m the absence of» ”„ in India, London. 

> i*. S . Lokanathan, Industrial Orgamuuw 
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Capital Requirements of Industry 

It is very difficult to make an exact estimate of the capital 
requirements of particular concerns in an industry, because 
the estimate must of necessity vary with what one considers 
to be the ‘optimum size’ of a unit in that industry Certain 
figures about average or representative establishments in 
some of the industries are to be found in the various reports 
of the Indian Tariff Board, but most of these have become 
out of date, partly on account of the steep nse in the general 
price level since 1939 and partly because new machinery 
and techniques are rapidly replacing old methods of manu¬ 
facture in almost all branches of industry'. Thus, in the cotton 
mills industry', the introduction of superior types of looms, 
the automation of looms and the almost complete substitu¬ 
tion by machinery' of manual methods of bleaching and 
dyeing in the finishing of processing departments considerably 
added to fixed capital costs, while superior types of labour 
deployment also had their repercussions on the ratio of labour 
to capital equipment. 1 Today, the smallest sugar or cement 
plant costs Rs 1 crore and a paper factory' several crores. 

The penetration of science into industry' has further changed 
the pattern of capital requirements. Even in old-established 
industries, scientific methods are being applied to the choice 
of materials, techniques of production, control of processes, 
design of products and specification of standards for products. 
These require capital expenditure on a vast scale. The result 
has been that, in India as in other countries, despite the 
assistance given by the State to small industries, the pendulum 
is swinging in favour of units which can draw upon, or have 
access to, virtually unlimited funds. 2 

In an interesting study of capital intensity and use of labour 
and capital in five major industries in India (cement, paper, 
iron and steel, cotton textiles and sugar), it has been shown 
that the trend since 1947 has been towards an absolute 

1 S. D. Mclua, The Indian Cotton Textile Industry, Bombay. 1953. Dr. 
Mehta has also pointed out that, between 1937 and 1951, the financial impli¬ 
cations of mill operation grew considerably in dimension, the assets of 50 
typical companies surveyed by him having recorded an advance of the order 
of 175 per cent. 

2 R. S. Edwards and H. Townsend, Business Enterprise—Its Growth and 
Organisation , London, 195S. 
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increase in gross fixed assets, most of it representing invest¬ 
ment in machinery. There has also been a cons.derabk 
increase in capital-output ratio. All this is theresu ) 

greater scope for labour-saving machinery and (b) the greater 

access to capital by the larger firms. 1 . , bot )j 

The increased requirements of capital b Y lnd “^> 

for starting new units and for expanding and niodermsmg 

• • thnc Trceleratcd a process in wnicn oniy 

existing ones, have thus accelerate p (h under the 

umbreTlfof pmmTtion (and'a virtual stoppage of competing 

units to function for some time, but, ^ every student^ol 

economics is aware, such protection can n imum 

indefinitely. In other words, sooner or 

economic unit, with its minimum requirements of ^capita, 

must be accepted as the normal ^ eat ^ rc ' , bi<r ’ industries 
small industries are no better placed than the o anmm of 

in respect of their financial requirements. q difficulties 

their requirements may be relatively small, but the difficulties 

they have to encounter are not any less. 

Industrial Finance Abroad: Introductory 

The question of industrial finance in India^ an ie 

of Government with regard to this part.cular problem hav^ 

been so hotly debated in recent years ... without a 

of the underlying factors at work is impossible without ^ 

comparative study of the agencies o in t ]ian 

countries that arc economically more hig 1 y P f 

India. The study is a!so important from ano h po^o 

view. Ever since the days when industrial have 

presented itself as a problem of some magni following 

been loud in their complaint that India a organs 

in the footsteps of countries which possessed deal, mg^^ 
- of finance’ for the promotion and development ^ 

tries. The traditional and conservative ^^“ock 

the part of the Imperial Bank of India an J were 

banks only served to confirm a suspicion th f> ; 

manipulated in this country in a certain way by 
1 George Rosen, Industrial Change in India, Bombay, 1 5 • 

2 
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foreign governed and directed the indus- 

Industrial Finance in England 

We shall start onr study with England not eg became 
varied than that of any other country in the ^ ld ' i he 

ss«rJS:£M"iHre 

bu7 a small proportion of their funds in industry- and the 
requirements of the latter have been met more by the ex 
tremely varied facilities and unrivalled financial machin ry 
of Se English capital market’ than by the direct parttcipauon 

of banks in industrial ventures. . r „^ nnl . In 

This peculiarity has been due to historical n Tfi“ anc Lf 
England, commerce preceded industry and 1®““®“ 

organisation adapted itself to the needs of her commerce. 
•The exceptional merits of the City of London lay >n the 

facilities given by the short-term money market for the cm 

ployment of home or foreign funds; m the Gnawing of trade 
and commerce, also both home and foreign; and n the isme 
of foreign bonds, as distinguished from the financing of British 
industry.’ On the other hand, when BnUsh industry began 
its growth in the nineteenth century, there '™s n0 Partiailar 
reason why it should look to the London market for its financial 
requirements. Industry in those days was so far as each unit 
was concerned, on a comparatively small scale; the capital 
was provided privately and it was built up and extended 
out of profits; in so far as it required assistance from banks, 
it found it from the independent banks, often family banks, 
which in general had their headquarters in the provinces. 
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and particularly in the Midlands and the North, where the 
new industries flourished. Moreover, there had existed fo 
many years a large class of investors with means to inv , 
who exercised an independent judgment as to where to 

invest, and who did not rely, as in some countries euurely 
on their bankers. Although it made full use of the banking 
facilities offered by the joint-stock banks industry maintained 
its independence of any financial control by the latter. 

Generally speaking, until very recently, industrial inve 
ment in England has not been ‘guided by any financial 

institution or organisation of any standing or P j. 

A few Issue Houses occasionally entered the fie d o 

industrial promotion, and the organisation ° f s '° c ^ r “ ker 
have often been known to give advice, but bank or other 
financial institutions hardly fathered an issue or were n 
any way responsible for it, beyond seeing that th » P r “>P e< jt^ 
of a projected company complied general y " T , 

and thVlhe issue w as, on the face of it, respectable Them 
were practically on established houses to assist the investors 
in subscribing to shares in local industries and enterprises, 
the real issuer was ‘the company itself, if it was a strong 
or a good one, or a finance company or syndicate-few 
large, many small, some good, some indifferent, some bad 
and sometimes it was a company or a syndicate got oge 
for the sole purpose of making a particular issue. 

The current requirements of industry were supp 1 y 
joint-stock banks. They increased the supply of capital by 
collecting lodgements from the public; by compounding 
these lodgments with their own capital -d reserve funds, 
they converted a large number of small quantities and sho t 
lengths of capital, individually ineffective, into an aggregate 
available for productive employment; finally, J f 

nuous re-distribution of this capital among t ic p 
highest yield, they maximised its earning capacity, ins 
last service of continuous re-distribution of aval a e u 
was performed in the City of London by t c s 01 
money market which gave facilities for the employment ot 
home or foreign funds. The money market supplied the day- 
to-day needs of industry with an elasticity and an c lcicn y 
1 Report of the Committee on Finance and Industry, London, 1931. 
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that were unknown in any other financial system of the wor d- 
On the other hand, intermediate credit (i.e. credit advance 
for periods ranging from one or two up to five years) and long- 
dated capital were not adequately supplied by this market 
this being due in part to the historical organisation of Bntis 
industry and in part to the fact that industry, having grown 
up on strongly individualistic lines, was anxious to steer 
clear of anything which might savour of banking control or 

even interference. 

The most important feature of the English credit system 
was the Bank of England, which stood at the apex of the 
entire banking organisation of the country. By its control 
over the cash base of the country, the Bank of England was 
in a position to regulate the volume of bank de P oslt J’ 
long as the joint-stock banks adhered to their assets. With 
the" same weapon in its armoury, it could also offset any 
change which might be made in those practices. The link 
between the Bank of England and the commercial banks 
was established through the discount market which was 
the first outlet of any surplus funds held by the banks and 
from which funds were withdrawn when they found it neces¬ 
sary to replenish their reserves. If the withdrawal caused a 
shortage of funds in the market, the market borrowed in 
some form or other from the Bank of England, and the acc<om- 
modation thus given by the central institution provided the 
means of replenishing the cash resources of the commercial 


banks. 

Businessmen in England thus depended on the ordinary 
credit mechanism of the country for the accommodation 
they required for purposes of trade and industry. For historical 
and socio-economic reasons, the system had worked wonder¬ 
fully well, although the contact between industry and credit 
had never been very close and intimate. But, with the rise 
of highly industrialised systems in other countries of Europe 
and in America, England also found that the old practice of 
‘little conscious direction of the national activities to definite 
ends’ no longer paid; the feeling grew that her former policy 
of laissez-foi r would not ensure her prosperity in a crowded 
and increasingly competitive world. The question of finding 
new' and up-to-date agencies of industrial finance began to 
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attract the attention of businessmen and financiers in England 
as well. 

As a direct sequel to the above, there came into existence, 
during the inter-war period, a number of specialised insti¬ 
tutions for providing finance to certain types or groups of 
industry. Of these, mention may be made of (a) the Securities 
Management Trust, a subsidiary company formed by the 
Bank of England towards the close of 1929 to assist the 
process of rationalisation and reconstruction in industry; 

( b ) the Bankers’ Industrial Development Company, a private 
company set up in 1930 with the Governor of the Bank of 
England as Chairman; 1 and (c) the Credit for Industry, Ltd., 
launched in March 1934, mainly to provide capital for plant 
and other purposes for small and medium-sized business. 
The three institutions mentioned above played only a limited 
part in promoting industrial ventures: the gap in the financial 
machinery for meeting the requirements of small and medium 
industries could not be fully bridged by them. 2 

Two new institutions were accordingly set up in the post- 
World War II period. The first of these was the Industrial 
and Commercial Finance Corporation formed in 1945 when 
the war was drawing to its close. The object was to provide 
medium-term finance or long-term capital for the smaller 
and medium-sized industrial or commercial business, where 
the amounts involved (ranging between £5,000 and £200,000) 
would not justify, or even possibly permit, the making of 
a public issue of capital. 

The second institution was the Finance Corporation for 
Industry, Ltd., also set up in 1945, ‘to assist the quick re¬ 
habilitation and development, in the national interest, of 
large industries—those not covered by the Industrial and 
Commercial finance Corporation’. 3 It resembles the Bankers’ 

’ The Bankers’ Industrial Development Company was characterised hy many 
as 'a national consortium o£ British bankers—a partnership between the Bank 
ol England and the leading houses of the City of London, formed to make 
available for British industry the amplest resources of the nation.’ 

* For details, see S. K. Basu, Industrial Finance in India, Calcutta, 1956. 

1 Ilie Finance Corporation for Industry Ltd., is wholly owned by a consor¬ 
tium of insurance companies, trust companies and the Bank of England in the 
proportion of 40, 30 and 30 per cent respectively. The authorised capital is 
£25 million, but its paid up capital is much less. The bulk of its resources is 
provided by the exercise of its borrowing powers amounting to four limes the 
authorised capital, i.e. £100 million. 
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Industrial Development Company in the sense that it takes 
no initiative in the reorganisation of industry and its primary 
objective is to provide finance. But it is really a much more 
ambitious version of the latter in that the emphasis has been 
shifted from salvage to development. ‘It will seek out its 
own spheres of activity and not wait till the corpses are brought 
in.’ Secondly, it has not been debarred, in the process of 
financing, from participating in the equity of the business 
it assists: it can, if it so chooses, subsenbe to the initial share 

capital of such business. 1 . . 

These financial institutions assist in the main existing business. 
They do not, however, completely eschew new firms, if the 
latter show promise. The I.C.F.C., for instance, has helped 
enterprises where the promoters have been able to put up 
a reasonable part of the capital required, but it has consis¬ 
tently declined to advance money to new undertakings which 

do not satisfy this criterion. 2 . _ . 

Another special institution was set up in 1953. This is 
the Commonwealth Development Finance Company, Ltd., 
established as a channel for the investment of private capita 
in Commonwealth development schemes. Its issued capital 
is £26 million, held by the Bank of England and 149 business 
concerns in the United Kingdom and in other Common¬ 
wealth countries. The company is empowered to borrow up 
to twice its issued capital. At the end of March 1959, its 
commitments totalled £15.5 million only. 

Industrial Finance in Germany 

We may now return to a study of the relationship between 
banks anti industry in Germany. 3 A very large section of 
Indians desire that India should take a leaf out of German 
industrial history and develop her industries after the German 
fashion. Even apart from this consideration, the study is 
important because, of all the Continental countries, Germany 
shows par excellence how economic circumstances forced bankers 
to associate themselves with industrial development, and how 

1 R. S. Edwards and H. Townsend. Business Enterprise—Its Growth and 
Organisation, London. 1958. 

1 Norman Macrae, The London Capital Market, London, 1955. 

"A very comprehensive account will be found in P. B. Whale, Joint-Stock 
Banking in Germany . London. 1916. 
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industries themselves were forced to count on the support 

and guidance of banks. , The close 

Let us first analyse the his on Germany arose 

association between ba^andmdu^o m the scarcity of 
out of the necessities o ‘The comparative 

capital and of independent m * j ast century 

poverty of Germany about ** £ needs of h7r 

and the great demand or p a ^ tQ the development 

rapidly growing industries active part in providing 

of banks which took: a ^ and extcn sion of business 

the capital requisite for the crea loans an d by the 

undertakings, both by the gr S compete with 

floatation of joint-stock companies. In ordvW ^ P 

England, which had the a van ag cap i ta l requirements. 

in Germany had to turn to “Sg capital to 

iEh ”h.» i.,d du *-*“ 

than were the English banks. 1 n f raoital that resulted 

It was not exactly an absolute shortagc of capful h ^ 

in this peculiar relationshipbe ween . Those 

industry. Capital ‘here ^ for (hc most part neith er 

who had the necess ry ^rntrrccsive entrepreneurs them- 

willing nor fitted to become p g mQ tQ ot h C rs who 

selves, nor would they en ™ there was an urgcnt need 

had the required qualities. confidence of the 

for some agency which could obtain the co ^ ^ capital 

investing classes and use t is cc ”\ Th credit banks 

towards sound industnal undertakings. I he ne 

filled this gap. , nk an d industry in 

The close co-operation between outstanding features 
Germany was accelerated by some o thc dosing 

of industrial and economic Me them. E association of 

years of the last century kartellizatmn o domin ate the eco- 

industries horizontally related, beg bcca mc powerfully 

nomic landscape in Germany: ‘"^^‘’^eo^petition 
equipped through efficient orgamzatr . price in 

abroad and to secure a stable and remunerauv P ^ ? 

i Report of the Committee on Finance and Industry, 
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the home market. ‘But large and highly organized industrial 
interests called for large and similarly efficient industrial 
finance. The advantages which industrial groups had gained 
by close co-operation under the kartel system were realized 
by the banking interests, which not only began to form syndi¬ 
cates or consortiums among themselves in order to distribute 
the risks and burdens of large-scale finance, but also began 
to demand representation on the advisory councils of the 
concerns or groups which they financed.’ 1 By the beginning of 
the twentieth century, the greater banks had their recognized 
industrial areas, so to speak. The economic expansion had 
created, on the one hand, such heavy demands for credits of 
all descriptions, and claimed, on the other hand, the public 
trust in such a measure that, broadly speaking, the means 
and position of private houses were no longer equal to the 
requirements. The process of concentration and affiliation in 
industry necessitated the broadening of the capital and 
credit basis of the banks themselves, and this latter process 
in its turn enabled the banks to form a close alliance with 
industrial concerns. 2 

What is often overlooked in all discussions about the German 
banking system is that the special services to industry were 
performed not by a separate or special type of credit agency, 
but by the ordinary joint-stock or commercial banks. The 
various activities carried out in the British banking system 
by various kinds of agencies were executed in Germany by 
the joint-stock banks alone: these latter comprised the functions 
of a commercial bank, mortgage bank, discount house, issue 
house, company promoter, bill-broker, and stock-broker, ‘The 
German Great Bank, unlike the English Investment Trust, 
did not specialize in investment business alone, but combined 
the functions of an investment bank with those of an ordinary 
commercial bank.’ The ordinary credit banks carried on 
various lines of business which to an outsider would seem 
rather risky and speculative. But, inside the integrated system, 
there was a considerable amount of specialization. The various 
routine transactions were done by the respective departments, 
while the higher financial activides, such as the floating of 

1 The Honkers’ Magazine, London, April 1931. 

•Leopold Joseph, The Evolution of German Banking, London, 1931. 
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State and municipal loans, syndicate operations in connexion 
with the promotion of industrial undertakings, etc. were 
dealt with by the managing directors themselves with the 
help of their secretaries. 1 Organization, elaborate and metho¬ 
dical, characterized the German system and gave it power. 
In banking, as in industry, though the individual units were 
often large enough by themselves, the method of the kartel 
was frequently adopted. On the one hand, each of the leading 
banks had a large group of allied banks, working in general 
co-operation with it; on the other, in addition to this primary 
grouping, they were specially organized in their own ways to 
deal with large financial propositions. The result was that 
in Germany, risks which even the largest banks might regard 
as dangerous were made quite manageable by distribution. 

Let us now analyse the transactions which took place 
between a bank and a particular customer undertaking. 
These transactions were very varied—a sort of ‘an indivisible 
many-sided whole, rather than a sum of separate relations. 
The first connexion arose in the matter of current account 
which was distinct from cheque account. When a current 
account relationship existed between the two parties, money 
claims arose on both sides and ‘these claims were not settled 
individually, but were treated as items in an account ot 
which the balance was struck periodically.’ The average 
German firm depended to a remarkable extent on this arrange¬ 
ment not only for its working funds but also for the purpose 
of extending its permanent assets in anticipation of recourse 
to the investment market. The current account relationship 
was very important, as it was a continuous connexion an 
thus gave the bank an insight into most of the money trans¬ 
actions of a customer; it also provided much of the data 
required for estimating the risk involved in the intermitten 
capital transactions: and it led up to capital transactions 
even more directly, in the sense that improvements an 
extensions of plant were often undertaken by means o currcn 
account credit which was repaid later with the procce s o 
a capital issue. The industrial current account was the pivot 

* Written Evidence of Dr. L. Nemenyi before the Indian Central Ranking 
Committee, 1951, Vol. IL 

» H. S. Foxwell. Papers on Current Finance, London, i»W* 
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of all transactions between banks and industry; promotion 
and issue transactions, direct participation in industrial 
undertakings and co-operation in management through 
Boards of Supervisors—these stood in very many cases in 
a close causal sequence with bank credit. 1 

The second important connexion arose in the matter of 
promoting companies and equipping them with capital. 
The more common method of promotion in Germany was 
whkt was called ‘the simultaneous method’ whereby the 
entire capital was taken over in the first instance by the 
promoters themselves. What happened was this. After the 
plans of a new company had been examined and approved 
by a bank, a so-called ‘syndicate’ (a sort of temporary asso¬ 
ciation of various banks and also of private men for the sake 
of floating a new concern) was formed, and the shares of 
the new company were taken up by the promoters, that 
is, the members of the syndicate. This, however, was only 
the first step. For the satisfactory termination of the whole 
transaction, the shares taken over at the time of promotion 
had to be placed before the investing public. This also was 
done by the syndicate or consortium. The time was always 
chosen carefully, according to the conditions of the share 
market. The syndicate divided the shares between the appli¬ 
cants, but the period of sale was always regulated in such 
a manner that the shares could be sold at the highest price 
obtainable. In all this, banks played the part of middlemen 
only: they simply held the securities for a certain length of 
time, and lasting participation in industrial undertakings was 
never their general policy. 2 

The third and last important connexion arose in the re¬ 
presentation accorded to banks on the Board of Supervisors 
of an industrial undertaking. This Board came in between 
the Executive and the General Meeting of shareholders to 
keep a check on the executive in the interests of shareholders 
and had got considerable powers over both. By this means 
banks strengthened their connexion with the undertakings in 
question and exercised more influence on their policy and 
more insight into its execution. 

1 P. R. Whale, Joint-stock Banking in Germany, London, 1^46. 

a ibid. 
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It may be asked how German banks managed to maintain 
such a close alliance with industry without involving them¬ 
selves in trouble. The secret was that every' line of the activities 
of a German credit bank was self-balancing. The short¬ 
term deposits were used only for short-term credit, " lerea.s 
the loans on long terms were based, without exception, on 
such resources as could be safely locked up for ong rl ° ' 
The latter were granted to industry and agriculture in i 
form of debentures, and the debenture bonds which w 
issued against these loans were again sold to capitalists t l 
were willing to invest their money for a long pirioc •'V’ 
a guaranteed interest.’ The German banks did not unduly 
‘lock up’ their assets: they could take an active share in mdu - 
trial banking simply because they had vast resources of their 
own and large reserves. 1 Although it is true t ia ‘ 

banks invested in the shares of their customers concerns 
is not true, contrary to the general opinion held in India, 
that they tied up their depositors’ funds to any apprcc ab 
extent in illiquid assets. The total of illiquid assets was almost 
invariably covered by the capital and reserve rcsourci 
bank. Then again, even when a certain amount of locking 
up’ became unavoidable, the risks were mitigated, first y, Y 
diversifying their interests and, secondly, by maintain g 
secret reserves. Thus, in syndicate operations, 1 
invested was constantly changed from one ln y s 
another, and the holdings of banks in the di eu n >y 

were kept very confidential. 2 

A Comparison of the English and German Systems and 
Some Recent Developments 

The English banking system was an instance of excessive 
division of labour, but it suited the temperamen 
English peopleandhad historical forces behind it. In Ocrmwiy, 
banking was more non-specializcd, and it was a ■ 
marvel that ordinary commercial banks shoul eng. g 
activities of so diverse and complex a character an y 

‘ Rcisscr tells us, as the result of an enquiry into 

up capital and reserves of these hanks was 15 per cent 

while the proportion in England at that time was only 1 , 

• Written Evidence of Dr L. Nemenyi before the Indian Central Banking 

Enquiry Committee, 1951, Vol. II. 
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maintain their soundness and liquidity. As we have seen 
already, this was achieved by a punctilious insistence on 
self-balancing transactions and by a judicious distribution of 
risks. The German system provided a very efficient machinery 
for investigating business ventures and at the same time was 
strong enough to sustain the heavy risks to which industry 
is exposed. The companies enjoyed expert financial advice 
and assistance; the banks, by virtue of their position as direct¬ 
ing heads of industrial groups, obtained a comprehensive 
view of economic condidons which enabled them to promote 
amalgamations and introduce or, if necessary, even force 
through schemes of rationalization or other remedial measures. 
The investing public also benefited inasmuch as it obtained 
as a matter of course a large measure of security through 
the active intervendon of banks. Moreover, as the German 
banker undertook a more definite responsibility and a greater 
risk in connexion with capital issues, he was naturally more 
concerned about the success and stability of the securities 
issued under his name than the average English banker. 

On the other hand, certain weak features of the German 
system should not be overlooked. While the charge of having 
caused the annihilation of small business in Germany should 
not be laid at the door of the credit banks, it cannot be 
denied that one of the far-reaching results of the direct inter¬ 
mingling of the vital interests of the banks and of industry has 
been that the value of the small capitalist and investor has been 
somewhat over-looked, and the State has often been forced to 
step in to avert a crisis. 1 Moreover, in the years before World 
War I, the ordinary industrial or commercial firm of moderate 
means often found its freedom of action conditioned by the good¬ 
will of its bank, even when it was in a sound and fairly pros¬ 
perous state itself. Although initiation in industrial combination 
did not actually come from the banks, it is difficult to dispute 
the fact that banks had some part in the development. At a 
very early stage they helped to prepare the way by encourag¬ 
ing fusions between individual undertakings, and thus reducing 
the number of competitors. Throughout, their attitude to¬ 
wards fusions was sympathetic, even while it remained passive. 
Finally, once the plans for combination had reached a certain 

1 The Bankers' Magazine, London, April 1932. 
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stage and were within a measurable distance of fruition, the 
banks gave active support to ensure their success. 

Another weakness of the German system lay in_ the re 
tion of banks to the short-term money market. In their desire 
to meet the credit needs of their industrial customer on he 
cheapest terms, the banks placed their acceptances at th 
disposal of their customers to a very large extent. Such accep 
tances were used largely to obtain long-term credit . Now, 
a demand for long-term credit for capital mvestment means 
more bank acceptances and a tendency towards over-burdeni g 
of the money market, with the result that the interest rate 
of legitimate short-term credit reflected in the disco 
is forced up without justification and at a time when rade 
expansion may be vitally necessary. The pracuce of th 
banks employing the nation’s liquid resources as long-term 
advances to industry had a disturbing influence on the money 
market on more occasions than one and, paradoxica 10 g 
it may seem, the rapid reconstruction of Germany s indu - 

trial plant after World War I with the active help of banks 
was, through its effect on the money market, a major obstacle 
to the desired expansion of the country’s foreign trade.- 
In spite of these weaknesses, the system was undoubtedly 
suited to the genius of the German people, and a signal 
success in so far as the industrial development of the country 
was concerned. The banks assisted with their credit in the 
development of production on a large scale and their decen¬ 
tralization of establishments, combined with an elaborate 
and methodical organization, had enabled them to keep a 
finger ‘on everything that was going on . Finance and ind u O' 
had gone hand in hand and the grim determination ol the 
German people to achieve a rapid economic dewdoptnent 
had only strengthened this process of alliance The influence 
of the old bureaucracy also was not negligible^* 
bureaucracy that ensured economic stability y 
the liberty of the industrial unit and thus built up a banking 
tradition which lost none of its essential characteristics du g 

the difficult inflation years. 3 

1 J II Clanharo, The Economic Development of ranee an 

The Recovery o/ O^nutny New Haven. 1939. 

• -fhe Hankers' Magazine, London, June Uw- 
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Developments in Germany during the inter-war period, 
however, revealed certain weaknesses in this relationship 
between banks and industry. War profits increased the power 
and independence of industry as against banks, and banks 
were seriously affected by the fall in the value of the mark. 1 
Although stabilization came after some time, banks could 
not go back to their strong pre-World War I position. As 
a matter of fact, the balance sheets of the leading German 
banks, while showing substantial expansion in resources, 
seemed to bear a greater resemblance to the normal English 
balance sheet than did the majority of the German balance 
sheets in pre-war days. Moreover, the melancholy bank 
failures that took place in Austria and Germany in 1930 
and after, showed far too clearly that the system of mixed 
industrial banking had helped to make Germany’s economy 
more vulnerable. Germany’s economic depression of 1932-3 
was certainly aggravated, and her financial crisis caused, 
by the destruction of her working capital during the inflation 
period and by the sudden withdrawal of foreign confidence 
and money, but there is not a shadow of doubt that her system 
of intimate alliance of banks with industry had made her 
position inherently weak. 2 So when the crisis came, nothing 
could lessen the steepness of the crash. 

One of the most striking features of German banking 
legislation during the inter-war period was the separation 
of commercial from investment banking. Following the crisis 
of 1931 and the complete breakdown of the German banking 
system, a Commission of Investigation was set up in 1934 
and, later, a new law, the German Credit Act of 5 December 
1934, was passed. Under this Act, banks were called upon 
to maintain a fairly high standard of liquidity and to limit 
their holdings of real estate and speculative investments. 
Permanent participation and investment in property and 
buildings were not to exceed the capital and reserves of the 
credit institution concerned, As a result, syndicate partici¬ 
pation by the five big Berlin banks declined from 168 million 
Reichsmarks in 1929 to only 83 million Reichsmarks in 1939. 

1 H. Schacht, The End of Reparations, translated by Lewis Gannett, London, 
19S1. 

2 Dr. Erich Roll in The Bankers’ Magazine, London, February 1933. 



ENGLISH AND GERMAN SYSTEMS COMPARED 


31 


Another interesting development in Germany during 
inter-war period was the financing of industry largely out o 
undistributed profits. According to one estimate during the 
decade ending in 1942, nearly 10,000 million Reichsmarks 
out of a total of 14,000 million Reichsmarks required by 
industry was found by the ploughing back of profits Business 
credits by banks declined from about 40 per cent of the total 

balance sheet in 1938 to about 20 per cent in 1942. 

At the end of World War II and after the currency and 
credit reform of 1948, banks in West Germany had to provide 
extensive medium-term credit for the restorat.on of nulls 
and factories devastated by the war. While no exact figures 
are available of how much has been tied up m medium - and 
how much in long-term credits, the situation is well under 
control, as the Bank Deutscher Laendar has extensive regu¬ 
lating powers over all banks. Rediscount facilities which 
had played such a vital part in financing German industry 
before the war, have also regained much of their importance 
as a method of restoring bank liquidity. As a result, larger 
companies in particular have been able to obtain fiom the 
banks much ■intermediate' finance, on a revolving basis, 
and until enough profits could be earned to pay back the 
money borrowed. By taking care also of the working capital 
requirements of their industrial customers-large and small 
the deposit banks have made it easier for them to use their 
retained profits for additions to the capital equipment. 

A significant development in the post-World-War II period 
has been the re-constitution, in 1949, of a private institution 
specialising in long-term loans to industry. This is the Industr ‘ e 
Kredit Bank, A. G„ in DUsseldorf, formed to take over and 
continue the business of the old Bank fur Deutsche Industne- 
obligation. The I. K. B. docs not receive deposits from‘the 
public and its loans are mostly on a secured basis. It draw 
its resources from ( a ) issues of bearer-bonds, ( ) oans 
public institutions, partly ‘counter-part funds of the Marsh, 
aid, and (c) its own share-capital. According to a epo 
prepared by the O.E.E.C., the I.K.B. has been working 

1 Organisation for European Economic Co operation, article 

Funds far Industrial Development in Europe l>ar.s, 1%/• aart.Uc 

entitled ‘Banks’ Big Stake in the Growth of Indusuy m Gcnnan> by D 
IJanns Deuss in the financial Times, London, March J.V, iv 
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with remarkable success, in spite of great difficulties in raising 
funds on the capital market. 

Another institution for long-term lending is the Kreditan- 
stalt fur Wiederaufbahn (K.F.W.), a public corporation 
established at Frankfurt a.M. in 1948. Its capital is only 
1 million D. M. held by the Federal and Laendar Govern¬ 
ments, but various reserves have accumulated to the extent 
of 190 million D.M. The K.F.W. has helped both large 
companies and public utilities, particularly the railways. 

It may be noted, however, that, as in the U.K., the real 
difficulty has been not any lack of finance, but lack of incentive 
to expand business activity under conditions of crippling 
taxation. Industry began to look up only from 1954 onwards 
when the corporate plus trade tax was brought down to 
55%. The new economic policy launched by Dr. Ludwig 
Erhard also helped. 1 

In England, too, the trend has been towards a much closer 
association between banks and industry, The Big Five in 
the English banking system have now got considerable invest¬ 
ment in industrial shares and debentures, and although they 
are still unwilling to be drawn into too intimate a relation¬ 
ship with industry, the connections which the inter-war 
years brought about, have endured. ‘The problem today 
docs bot seem to lie in the lack of appropriate financial insti¬ 
tutions: it lies instead in the level of tax rates on business 
profits.’ 

Mixed Banking in India on the German Model 

It has been suggested by many that Indian joint-stock banks 
should pursue a policy of mixed banking, i.e. combine invest¬ 
ment banking with commercial banking, on the lines followed 
by German banks before 1934. Now, few of the joint-stock 
banks in this country are fitted to embark on the undoubtedly 
difficult and complex policy of mixed banking. This is for a 
variety of reasons. Firstly, although the size of the scheduled 
banks has increased during the last two decades, they arc still 
small when compared with their Continental counterparts. 
Secondly, their deposit assets which consist largely of customers’ 
deposits liable to be withdrawn at short notice, cannot 

1 Ludwig Erhard, Prosperity through Competition, London. 1958. 
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obviously, without incurring serious risks, be locked 

long-term loans or advances to industry. r ^ rcau ired if 

technical and entrepreneurial ability, which q 

mixed banking policy is to be *“ cc “ S b “^ S f ^ ures wh i c h have 
our bankers. The large number o _u 

occurred from time to time since 1913 0 n ° ° fJ d tr ; a i 

hope for this type of banking. The whole htsto^ of .nd^ na, 
finance in India shows that investment/belong I«***“ 

tions which are organised as LZ 

leads to speculation and rash promo i ^ bcforc the 

by a German banking expert ( * ‘-J. thirty yea rs 

Indian Central Banking not tQ the adv an- 

ago, hold good even today. systC m or Indian 

tage either of the commerced b ^ participate 

industncs that any of the weak . • ess requires 

in industrial financing. This“ W . C *u y of sou nd banking, 
much experience and an established policy ot soun = 

It also demands considerable capital and^affirm resist^ ^ 
to speculative temptations which y bulk 

business where securities -tea-4 ‘^ ready for 
of the joint-stock banks in Ind P i t : vale it only 

this activity, and even the larger^ ones . competent 

slowly, with great caution, and P^cramy ^ 

guidance as participants in strong syn i • remember 

Another point that is important for India ^ ^ prQ _ 

is that in Germany block capita * operations were 

vided by banks. Their share and syndicate ope ^ 

in the nature of guarantees on y. ^ d& the SUCC ess of 
initial block capital themselves. & it shou ld not be 

the current account system in ’ f act that the 

forgotten that this was due nj uma ^ , are t j ic ultimate 
savings of the community tlic ^ e ( h cred i t banks in 
source of capital) were poured into ^ those 

enormous quantities for years toget icr. much 

What was needed in India, there ore was n*. ^ 

mixed banking on the German mo c, uircments of various 

special institutions to cater for S dy taken note of 

types of industry. Government had already 

■ Solomon Flint. The Cer m an « Germany. 

York, 1936. 
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the ‘gap* which existed in the country and had set up, within 
the past few years, quite a number of such institutions. We 
shall study the working of these institutions in a subsequent 

chapter. 



Chapter III 

THE FINANCING OF INDUSTRIAL ENTERPRISE 
IN INDIA : YESTERDAY AND TODAY 

Introductory 

The problem of providing necessary finance for industrial 
development in any country has two aspects. Firstly, t ere 
is the macroeconomic aspect of aggregate savings an e- 
mand for investment and the factors that bear on t e gene 
ration of savings and formation of capital. Second y, t ere 
is the role of different institutions and agencies that function 
as intermediaries in channelling savings to the units in nee 
of funds. While the two aspects cannot be wholly separated 
from each other, we shall confine ourselves in this chapter 
to the second aspect only. 

How Fixed Capital is Raised for Industry in India 

So far, most of the major industries in India have obtained 
their fixed capital either by public or private subscription 
of shares or debentures of the undertaking, or by direct 
deposits, or by the system of providing money on private 
account by an individual or partnership. e par p y 
by these diverse methods has of course vane rom in ry 
to industry, but the recent tendency has been towards secur¬ 
ing the initial block of fixed capital by public or private 

subscription of shares or debentures. , 

Although the market for equities had considerably broadened 

since 1939, even a decade ago it was the experience o m us- 
tries in general that it was more difficult to raise sue 1 capi a^ 
in India than in the industrialised countries of the es • 
The figures of paid-up capital of joint-stock companies in 
India in those years showed that, notwithstanding the aunc 
ing of a number of new undertakings involving fair y arge 
capital, the average paid-up capital of joint-stock companies 
in India had not registered any significant increase. 

Some idea of the sluggish conditions obtaining in * e ca P 1 
tal market in those years can be had from the figures o 

* Report of the Committee on Finance lor the Private Sector, Bombay. 19j4. 
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consents granted for new issues by the Controller of Capital 
Issues under the Capital Issues (Continuance of Control) 
Act, 1947, and of the actual amounts raised by such companies 
as had furnished the relevant returns. They showed that 
the amount of capital sanctioned bore little relation to the 
actual amount of capital raised. Taking an average of the 
seven years 1948-54, the annual amount sanctioned (i.e. 
industrial issues consented to) was Rs 60 crores, whereas 
the amount of capital actually raised was an average of only 
Rs 18.5 crores per annum. 1 

As soon as the First Five Year Plan got into stride, however, 
a distinct change could be noticed in the mood of entrepre¬ 
neurs and investors. As the Second Plan began to run its 
course more or less smoothly, thanks to the assistance India 
received from the U.S.A., U.K., U.S.S.R., West Germany 
and the various international agencies for financing develop¬ 
ment, the Indian capital market underwent a complete 
metamorphosis. There was a hectic boom on the stock ex¬ 
change, easy-moncy conditions became more or less general 
all over the country, and appeals to the investing public 
began to be issued almost at a torrential rate. Some of these 
were for new floatations, while, in other cases, existing com¬ 
panies came into the investment market with new issues of 
share capital. During 1959 and 1960, many of the new capital 
issues, particularly those involving foreign collaboration, 
were heavily oversubscribed. Transactions took place even 
before shares were finally allotted by the companies in res¬ 
ponse to applications. Some of these deals took place at fantas¬ 
tic prices. One possible reason for this was perhaps the hunger 
for ‘growth potential’ investments, forced by high taxes on 
income and inflationary trends. Whatever the reason, there 
was no longer any difficulty on the part of any reasonably 
good company in raising the requisite capital from the open 
market. 2 

It may be noted in this connexion that most of the paid-up 
capital of joint-stock companies in India is ordinary or common 

1 \ ide Annual Reports on The IV or king of Capital Issues Control issued by 
tin- Government of India. Department of Company Law Administration. 

” I he Committee on Finance for the Private Sector, which reported in 1954, 
would have had a very different story to tell if it had been set up only five 
years later. 
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stock. Preference shares have been issued in some cases, 
but they have not been very popular in India. According to 
a studj made by a Calcutta economist, the only industry 
which has made any substantial use of the device of P 
ference shares is the jute industry and the Tata Iron it htee 
Co Ltd 1 It appears that both preference and deferred shares 
are ’ popular mirinly in such undertakings as have a well- 
established record of activity and whose fumre prospect 
also appear to he fairly bright to the general body of investors 
Unlike in Western countries, debenture finance has not 
played an important part in meeting the fixed capital re¬ 
quirements of industry in India. In Europe' emlW 

replacements, or even normal workmg expenses, are genera V 

met by the issue of debentures. In Ind.a, on th e other ha 
debentures form a very smal proporuon of Ac M* £9 
of industrial undertakings. According to a study made y 
the Indian Central Banking Enqu.iy Committee m 1 
the debenture floatation was insignificant, 
dent from the following figures: 

Joint-stock Joint-stock 

companies on the companies onthc 

Calcutta list Bombay list 


Share Capital 
Debentures 


Rs 70.30 crores 
Rs 8.05 


»» 


Rs 52.83 crorcs 
Rs 17.51 » 


Debentures . lt r\ x . t 

The position has not altered substantially since Out of 

iTiMSis s i 

t" ^ of 

*££ h h at fmwv^becn a'substandal 
increase in the sugar and engineering mdustnes deben . 

In the inter-war penod, both preference European 

tures became extremely popular with invcs . 

countries and the U.S.A. This was because a 

wanted to have a fixed return on 
share in the full risks of the industry. The tencle y 

«S. K. Basu, Industrial Finance in i^bl-niurc^sucs. but the pro- 
» Of late, there has been a slight increase I JJ. sharcs remains more 
portion of new debenture issues to neu issues oi orui y 
or less the same. See also Chapter XII. 
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partly the result of an increase in the amounts of capital 
accumulated by financial institutions such as insurance 
companies: these latter naturally preferred their industrial 
investments to be in the form of preference shares and deben¬ 
tures rather than ordinary or deferred shares. 

The reasons for the unpopularity of debentures in this 
country are many and sometimes contradictory. According to 
some witnesses who deposed before the Indian Central Bank¬ 
ing Enquiry Committee in 1931, debentures were not a 
popular method of investment with Indians, because 
speculation had an attraction for most Indian investors. 
The main consideration with them was capital appreciation 
rather than a steady yield, and debentures offered little 
scope in the former direction. But this does not offer a satis¬ 
factory explanation. It is well known that every year large 
sums of money are invested in fixed interest-bearing Govern¬ 
ment securities, postal cash certificates, national savings 
certificates and municipal and port trust loans. If speculation 
were the prime consideration, why should Indian investors 
put such large sums of money in Government and quasi- 
Governmcnt bonds? 

The real reason for the comparatively limited use made 
of debentures as an instrument for attracting capital appears 
to be that debentures suffer from a double disadvan¬ 
tage. If a fixed return is the primary consideration, 
the investor would naturally prefer to put his money in 
Government and quasi-Govcrnment bonds rather than in 
industrial bonds or debentures, for, after all, the former are 
much safer than the latter. Barring one or two companies 
like the Tata Iron & Steel Co., Ltd., debentures, wherever 
issued, were taken up by former Indian princes or by wealthy 
merchants. Unlike in Western countries, debenture issue has 
never been broad-based in our country. 

A further explanation of the relative unpopularity of deben¬ 
tures can be found in the attitude of commercial banks in 
India. For reasons which are not quite clear, industrial 
concerns which have issued debentures have not been looked 
upon with favour by joint-stock banks. According to the 
Central Banking Enquiry Committee, industrial concerns 
which had issued debentures found it difficult to secure bank 
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loans and cash credits on the^utdterms^ J 

these banks thought that it was heavy debt charge s. 

an undertaking which a> rea V difficulties of obtaining 

Nevertheless, as stated a ready. ^ During 

initial capital for il ' dust " al d ^" ries floate d on sound lines and 
the past ten years or so, industn have not experienced 

having reasonable P r0S P ec “ J d , suppor t from the investing 
any difficulty in secunng financial ^ inter yals 

pubhe. This view has been * p „ - S sions by the various 
before various Committees a Banks Association 

Chambers of Commerce, the fcxc K Fiscal Commiss i 0 n 
and the Indian Banks Association. fact that many 

which reported in 1950 also re ™ ar ‘ ot her factors’ inhibiting 
of the witnesses laid greater st on the lack 0 f 

industrial enterprise in India rather 

capital. 1 . on j y n ew industries whic 

Even in the recent past, “ t f rom the invcst- 

sometimes failed to secure ^ a ‘ e PP of India but also of 
ing pubUc. But this is truenotme y india was the step- 

other countries. A specia u £ ul 1947> ; e . unt il India 

motherly attitude of Govern as the economic and 

attained her independence. As S uidcd b extra-national 
focal poUcies of Government were gi ^ ( ^ investor 

considerations, it was not re ver attractive it mig ‘ 

to take kindly to every new issue, h ^ investor could 

look on paper. In view P j ntent j ons in the matter o 
never be sure of Gov®™”*" cou id not be blamed if, * 
industrial development an care fully before he leapt. 

times, he wanted to look a bit mo ^ not> however, 

The problems of long" e f. an : ta i by means of floata- 
confined to the raising of mm a P * strial undertaking 
don. As has been stated » accom modation dunng 

requires fairly long-term fina “\ usiness a nd it is •» l hls 
the period of development of it 5 ience difficulties. The 

sphere that industries sometimes e p ^ of sharcs „ soon 

:=ed^n C tq^e U J £ “ 

In the Indian UfUlatirc A«mblv In No 
Industrial Finance Corporation of inota 
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installing the machinery and providing other facilities to get 
the concern going. The concern is then faced with the 
problem of finding the requisite funds to develop and carry 
on the business. In many industries, several years may have 
to elapse before an undertaking can reach the stage of earn¬ 
ing profits, and it is during this ‘period of gestation’ that 
it may find that it cannot have any long or medium-term 
credit on easy terms. 1 

The above difficulties were often due to the fact that many 
undertakings were under-capitalised from the very start. 
Not infrequently, a few promoters or entrepreneurs would 
commence business with the barest minimum of capital 
and would make no provision for unforeseen (but sometimes 
very common) items of expenditure. During the inter-war 
period, when money was relatively plentiful, a number of 
new industrial enterprises were started in the country, mainly 
because the climate of investment’ appeared favourable. 
As soon as a slump appeared, these undertakings found that 
they could not get the additional long-term or medium-term 
finance to carry on their business . The result was that many 
of them had to go into liquidation before they could even 
commence production. 2 


The difficulty of finance became particularly evident in 
relation to the problem of rationalisation in some of the 
industries in India. Plant and machinery in some of the 
o der industries in India (e.g. cotton, jute, iron and steel, 
and collieries) had become archaic and out of date and, 
therefore, badly required replacement and modernisation. 
. c introduction of new techniques and labour-saving de¬ 
vices in industries in other countries also placed Indian under¬ 
takings at a considerable disadvantage and made it imperative 
that money should be found for rationalisation. Unfortu¬ 
nately, however, many desirable programmes of rationalisa- 

T COuld . no ! b ' carricd °nt for a long time, partly because 
the requisite funds were not available. 3 


1 The*’Anmiai^Rcp^^of ' Financ t e India - Calcutta. 1956. 
replete with instanced this kind. ^ ° f J°«nt-stock Companies are 

la bour°wljich > resistT ^o^nrtha^i't^-ouH'l 'a* attitude of 

of labour. ^ at 1 " ou ^ lead to the displacement 
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How Working Capital is Found for Industry in India 
Coming now to the question of working capital, one is sur¬ 
prised at the variety of ways in which this has been found 
by different enterprises and industries in India. Broadly 
speaking, there are four sources of getting working capital— 
(i) public deposits; (2) private deposits or money on private 
account provided by one or more of the entrepreneurs, their 
friends, or the managing agents; (3) advances by indigenous 
shroffs; (4) advances by joint-stock banks. We shall consider 
the part played by each of them in the financing of the short 
and medium-term requirements of industry in India. 


(1) Public Deposits 

We may start with the public deposits. 1 This system pre¬ 
vailed almost solely in the cotton textile industry of Bombay 
and Ahmedabad—particularly in the latter. The system 
arose owing to the imperfect banking development of the 
country: on the one hand, people naturally had more confi¬ 
dence in, and preferred to entrust their savings to, those 
men in their communities whom they knew and with whom 
they could deal without the formalities necessary in dealing 
with banks; on the other, the mill-owners of Bombay and 
Ahmedabad were ready to accord to depositors a safe return 
with certain other advantages which the latter could not 
possibly get from banks run on western lines or from indi¬ 
genous shroffs. So arose an arrangement whereby the mills 
got—in the days prior to World War II—most of the working 
capital from the public on short-term deposits, usually for 
six months or a year. The importance of this system in the 
thirties of the present century is illustrated by the following 


figures. 1 


Bombay Ahmedabad 

(Figures for 64 milts) (Figures for 56 mills) 
Lakhs of Percentage Lakhs of Percentage 


1. Amount loaned by the Manag¬ 
ing Agents 

2. Amount loaned by banks 

3. Amount of public deposits .. 

4. Amount of share capital 

5. Amount of debentures 


rupees 

of total 
finance 

rupees 

532 

21 

264 

226 

9 

42 

273 

11 

426 

1,214 

49 

340 

238 

10 

8 


of total 
finance 
24 
4 
39 
32 
1 


1 These ‘public deposits’ provided both fixed and working capital, but 
separate figures as to the extent to which they provide these two items are not 
available. 


* Indian Central Banking Enquiry Committee, Minority Report, 1931. The 
figures relate to October 1930. 
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It will be seen from the above that, during the thirties, public 
deposits were the most important source of industrial finance 
for the cotton textile industry in Ahmedabad, and they were 
in excess even of the amount raised through share capital 
and debentures. In Bombay, the importance of public depo¬ 
sits was much less, but until 1921 (when public confidence 
in the Bombay cotton mills was rudely shaken), public 
deposits played as important a part there as they did in 
Ahmedabad. 1 

Since 1930, however, there has been a substantial decline 
in the volume of public deposits, particularly in Bombay. 
In Bombay, public deposits fell from an average of Rs 4.3 
lakhs per mill in 1930 to Rs 2 lakhs per mill in 1937, while 
in Bombay and Ahmedabad taken together, public deposits 
fell from Rs 12 lakhs per mill in 1935 to Rs 7.5 lakhs per 
mill in 1939. 2 

This tendency gathered strength during the years follow¬ 
ing the declaration of World War II, with this difference 
that very soon managing agents were supplying the finance, 
enabling themselves to redeem, more or less completely, 
their own commitments, and to reduce the volume of depo¬ 
sits. This is also indirectly confirmed by the rate of expan¬ 
sion in, and the volume of bank finance available to, cotton 
mills in Bombay and Ahmedabad from 1930 onwards. There 
was a ten to fifteen-fold rise in the utilization of normal bank¬ 
ing facilities between 1930 and 1958. The stake of banks 
in the mill industry rose not only in terms of volume, but 
also in terms of its proportional significance. 3 

The public deposit system of finance has played a very 
important part in the development of the Indian cotton 
textile industry. At a time when banking facilities were in¬ 
adequate, these deposits were a virtual godsend to most 
cotton mills in Bombay and Ahmedabad. The rates of in¬ 
terest paid on the deposits have never been exorbitant and 
have generally varied from to 6-J per cent. In no case were 
these rates more than 1 per cent above the rate at which 
loans were advanced by banks and not infrequently they 


* Indian Central Banking Enquiry Committee Report, 1931, Vol. III. 

* S. D. Mehta, The Indian Cotton Textile Industry, Bombay, 1953. 

* Reserve Bank of India Bulletin, April, 1958. 
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have been even g- per cent less. Looked at from the interest 
rate point of view, therefore, these public deposits were never 
‘costly’. Instead, they were a real convenience to the cotton 
mills of Bombay and Ahmedabad inasmuch as they enabled 
the mills to keep their interest charges low and to borrow 
at cheap rates to pay higher dividends—a feat w ic 
not have been possible if the whole of the working capitd 
had to be raised by other methods. On the other hand to 
system of industrial finance had some inherent weaknesses, 
which were demonstrated during the depression of 19Z5-JU. 
In times of stringency, it was those mills whose financial 

position was not very strong which foun t c w hi c h 

in obtaining deposits, although it was t ese very . . 

needed help: the tendency of depositors to withdraw their 

money on "the slightest rumours of difficult “mes ahead in¬ 
variably put the mills in an awkward position. ‘ - n 

cisely what happened in Bombay and, to so ■ > 

Ahmedabad during 1925-26 and the there, 

after. Public confidence was shaken an P bad 

anxious to withdraw their deposits from all mills g d - 
and indifferent. Some mills had to close to* andtoh 
had to borrow money from friends and md.genou^ banker 

at high rates of interest. The depositors could not of courSC 

blamed for the way in which they had behaved Th^couW 

not possibly follow the movements o t e m position 

understand what was happening; they were in P _ 
of unsecured creditors, and as there was no > nt «™ nl " S 

ing institution between the mills and themselves they w« 

apt to be easily led away by any bazaar gossip g S 

solvency or otherwise of a concern. 1 ABmpdabad a 

Subsequent to 1930, there devek> P ed in 

system of long-period deposits, from ivc V A system 

many mills came to be financed in t m an d 

or ‘inter-deposits’, i.e. deposits “ ctween^ ression 

another, also became prominent during P wcre 

years: the profits of a mill held in the orm hclicved to 
often ‘deposited’ with another mill w ic\ w made 

be in a sound position. While these new eve p 

‘For a detailed account, see Indian Tariff Board. Colton Textile In ry 
Enquiry, 1OT2, Vol. IV. 
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the danger of sudden withdrawal of deposits more remote, 
they hampered the proper development of the investment 
market. This undue reliance on public deposits restricted 
the supply of good industrial securities, shares, debentures, 
etc. available for an ordinary' investor, and unduly narrowed 
the market for such investment. Secondly, the losses which 
occurred in a crisis or panic owing to such money being locked 
up in almost fixed capital assets, had the effect of discouraging 
many Indians both from investing in industrial shares and 
from putting their money in deposit with a bank or with 
any'one else. 1 

(2) Private Deposits or Money Provided on Private Account 

While the system of industrial finance through public depos¬ 
its prevailed in the cotton textile industry of Bombay and 
Ahmedabad, the method of finding working capital from 
private deposits or from money on private account provided 
by one or more of the entrepreneurs, their friends or the 
managing agents was to be found in most of the medium- 
sized and comparatively new industrial enterprises in India. 
Exact figures as to the extent to which private deposits or 
money provided on private account have contributed to 
the ‘financing’ of the various industries are not available, 
but figures quoted by the Indian Tariff Board in connexion 
with their enquiries on the match, paper and sugar industries 
show that, until the outbreak of World War II, these re¬ 
presented between 20 to 30 per cent of the short-term and 
medium-term requirements of most of the Indian-owned 
concerns in these industries. 2 In not a few industries, new 
undertakings were set up with inadequate capital in the 
hope that once the land had been acquired, buildings con¬ 
structed and the initial machinery' and equipment installed, 
friends or managing agents would provide the further funds 
required to keep the enterprises going. 

As regards money directly advanced by the managing 
agents, we have already' seen what large sums of money were 
provided by' them in the cotton textile industry of Bombay 
and Ahmedabad. We shall study the subject of the economic 

C. S. Lokanathan, Industrial Organisation in India. London 1935. 

J1 or details, see S. K. Basil, Industrial Finance in India, Calcutta, 1956. 
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significance of the managing agency system in the indus¬ 
trial organisation of India in a subsequent chapter, ut it 
may be mentioned here that managing agents played quite 
an important and direct part in the matter of pro\i mg 
industrial finance in India. In the tea industry, firms o mana 
ging agents often granted advances against the mortgage o 
gardens, buildings or machinery or the hypothecation o 
crops. In the jute industry, on the other hand the direct 
assistance of the managing agents was not nee e , irst Y> 
because the normal requirements of the industry cou easi y 
be met by the issue of additional shares and debentures, an , 
secondly, because banks were usually willing to ° er e 
necessary accommodation to the jute mills, as t e atter a 
a well-established reputation for efficiency and integrity. 

The loans given by managing agents to the concerns they 
managed were usually given at only Q - per cent a ove t te 
rate and sometimes at par with the bank rate. n ic s 
cessive crises which overtook the tea and sugar m us 
during the past twenty years, it was these loans > 11C 
ing agents that saved many of the concerns o enga , ‘ ’ 

Bihar and U.P. from ruin. The same thing happened! 
coal-mining industry and in some ol the un cr cap 

concerns in other industries. 1 . 

Looked at from the standpoint of efficiency, these^ p 

deposits and moneys obtained on private accoun 

more useful to industry in India than pu c C P 0S1 * , . 

danger of sudden withdrawal of deposits was a s ® n . 

method of finance, as those who had made the dep 

advanced loans were themselves vitally lntcrcs e 

concerns and hence preferred to ‘see the. matter through 

rather than withdraw their money. Second y, as 

no proper banking facilities available for new an ^ 

sized concerns, such methods of finance were c , 

tion. Finally, in a period of depression or 

banks were reluctant to make advances even o < v : c j cc i 

concerns, it was these private deposits and money P 

on private account by entrepreneurs, their nen s an 

ing agents that helped many of the concerns o pu 

selves through, 

1 Capital, Calcutta, Annual Trade and Industry Supplement, 
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This method of finance had some drawbacks as well. Very 
often a managing agent managed a number of concerns and 
on such occasions, when all the concerns needed financial help, 
it became too much of a burden for the agent to accom¬ 
modate all of them. During the difficult period of 1925-30, 
a number of managing agents in Bombay took upon them¬ 
selves the work of directly assisting with money all the con¬ 
cerns that were under their management, and the task proved 
far too heavy for them. The managing agency firms them¬ 
selves were ruined as a result of their bold efforts to bolster 
up the cotton mills. Secondly, although not to the same extent 
as public deposits, the system of private deposits also ham¬ 
pered the proper development of the investment market. 
When industry could depend so much on direct financial 
assistance by private individuals, it was not unnatural that 
the ordinary investor from the public did not feel interested 
in industrial ventures or industrial securities, and tended to 
retire all the more into his habitually shy groove. 

(3) Indigenous Shroffs or Bankers 

In the past, neither public deposits nor private deposits or 
private loans were adequate to meet all the various needs.of 
industry in India, and hence industrialists and entrepreneurs 
often had to approach indigenous shroffs or bankers for 
financial assistance. While it is difficult to assess to what 
extent industrial enterprise in India was dependent on the 
services of this financial agency in the period prior to World 
War II, certain broad generalisations are possible. Firstly, 
old and extablished industries (c.g. cotton, jute, and iron 
and steel) were more or less independent of the indigenous 
banker, as they could get their capital without much difficulty 
from either the public or the regular joint-stock banks. 
Secondly, under-capitalised or small concerns in some of the 
newer industries (e.g. paper, sugar, match, small tools and 
implements, etc.) had often to turn to them for finance, as 
they had no public deposits to fall back upon and their re¬ 
sources by way of private deposits or loans were also ex¬ 
tremely limited. 

The indigenous bankers (they should be distinguished 
from moneylenders, pure and simple) had a flourishing 
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business all over the country during the early years of British 
rule in India. Political turmoil and incessant wars, however, 
severely affected their business. The impact of a new econ¬ 
omy and changes in the whole basis of India’s trade, ex¬ 
ternal as well as internal, hastened their downfal. 1 he crea¬ 
tion of Government treasuries and the establishment o 
banking institutions on western lines operated to their further 
disadvantage, and with the decrease in the volume of their 

business, their resources also diminished. 1 

When the small concern resorted to the indigenous banker, 

it did so partly out of necessity and partly out of P refere ^ e ’ 
The small industrialist had to go to him because he cou 
not get accommodation from any other source, e wen 
him also because the latter was better acquainted with 
means, character, and trading methods: he was coeten to 
pay the latter’s charges, high though they m.ght be rather 
than ‘expose himself to the enquiries, the regularised pro 
dure and (as he believed) the greater nsks of a joint-bank 

with a grilled counter and uniformed peon in t e 
A regular bank would demand of him a trade bill, a deposit 

of valuable securities or at least a friend s counter ' s ‘ gn “ . 
on his promissory note: the indigenous an cr, on . 

hand, lent on personal knowledge, and often on a m P ,e 
personal bond, relying on his own acuteness to fores all a 
possible failure on the part of his debtor, s a res > 
to charge a high rate of interest. Coal companies, for ‘"riance 
had to borrow money from indigenous bankers at a high 
a rate as 12 to 18 per cent, and sometimes even at 24 per 
cent. Industries like leather, tanning, oil mi Is, n« mi ^ d 
small tea gardens, had to pay as high as assets . ! 

even when they borrowed on the security 1 

The importance of indigenous bankers m ; 

dustrial finance pure and simple diminished considera^y 

during the past quarter of a century. Some o 
organised themselves into joint-stock banks w 1 e 
literally wound up their business. It will e no , 
tion to say that, today, except in the remote areas, where 

1 N. Das. Essays in Applied Economics. Calcutta J^Auenuen is invited 
to the essay entitled ‘Tne Indigenous Bankers of 

• Indian Central Banking Enquiry Committee Rep > 
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organised banking facilities are still not available, indigenous 
bankers do not wield much power or authority as P ro « de ” 
of industrial finance. Nowadays, the main concern ot the 
shroff is the provision of short-term credit for trading p - 
poses, although the Bombay Shroffs’ Association .s reported 
to have claimed, as recently as 1954, that small industries 
were obtaining considerable accommodation from them. Lven 
here, the Committee on Finance for the Prorate Sector re- 
ferred pointedly to the fact that most of these shroffs did a 
lot of non-banking business and were unwilling to shed the 

same. They, 

linking indigenous bankers directly with the Reserve Ban 
should be pursued only if ‘they legally segregated their non- 
banking business and discarded it within a specified period. 


(4) Joint-stock Banks 

It is recognised by all students of banking and industrial 
finance that ‘the chief reliance of the average industria 
concern for meeting the demands of variations in cash re¬ 
quirements is the commercial bank, which may make a direct 
loan on the borrower’s own rate, or may in effect make the 
loan by discounting the notes or accepted drafts or trade 
acceptances of the borrower’s customers.’ Now, in so far as 
financial requirements of the major industries are concerned, 
we may leave out of account the co-operative banks and 
land mortgage banks. Co-operative banks are concerned 
mostly with agricultural credit and in the few cases where 
non-agricultural credit societies have been formed, the bene¬ 
ficiaries are contractors, small traders, artisans, weavers and 
very small industries. Large-scale industry is completely out 
of their purview. Land mortgage banks also have got little 
connexion with industrial finance, as they are mostly engaged 
in meeting the requirements of agriculturists for long-term 
credit for the redemption of mortgages of land, for the clear¬ 
ance of debt and for land improvements. 

From the standpoint of industrial finance, therefore, the 
most important agencies today are the joint-stock banks and 
the loan offices, with the State Bank of India ( formerly the 
Imperial Bank), with its network of branches all over the 

1 Report of the Committee on Finance for the Private Sector, Bombay, 1954. 
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country, at their head. Of some importance also is the: Lde 
Insurance Corporation of India which invests its funds 

shares and debentures of industrial baQks 

As we (rave noted already, the practice of lomMtock banks 

in India in regard to industrial finance is base g Y 
the British tradition of commercial banking, “^ cr V 
banks as a rule provide only the wotog capita reqmm 
ments of industnes on the security o g fo | low . 

eschew long-term advances against fixed assets. . 

ing table gives an analysis of bank advances as on 30 October 

1960, according to their purpose: 

Scheduled Non-scheduled Total 
banks banks 


Industry 

Commerce 

Agriculture 

Personal and Professional 
All others 

Total 


562-8 

395.2 

6.6 

96.8 

38.6 

1100.0 


(In crores of rupees) 

3.8 566.6 

10.0 405.2 

2.1 87 

11.8 108.6 

2.4 41.0 


30.2 


1130.2 


50.1 

35.9 

0.7 

9.6 

5.7 

100.0 


It will be seen that, of the total ^«nce^of banks amount 
ing to Rs 1130-2 crores 501 Parent or 56b.b ^ ^ 

been lent to industries. As a advances made 

the quantity and the relative percentage 

to industry have increased. 2 According to the Com- 

How are these advances made? ^« hough a few 

mittee on Finance for th industries against fixed 

banks in India made a< ? v ^ partook in long-term in¬ 
assets and a few others in Y P -hares and deben- 
dustrial finance through {a) pure ^ advances against 
tures of industrial concerns, ( ) mentS in the shares 

such shares and debentures and (*) Corporation of India 

and bonds of the Industna i share of commercial 

and State Financial Corporations, the share^o 

banks in such financing was re a y industrialists an d 
This led to a good deal of cnticam y ^ bu$iness 

business men. ‘While it is not emc ^ ^ -j position so as 

of commercial banks is to main Bombay. 

» Trend and Progress of Banking in India dunng the year 
• See Appendix 5tXX. 
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to meet all liabilities on time, it should be possible for the 
scheduled banks to borrow from the Reserve Bank of India 
against their medium-term or long-term advances. The Re¬ 
serve Bank should also consider the possibilities of lending to 
the banks against shares and debentures and fixed assets of 
industries which are pledged with them as security for loans. 1 
Most of the leading banks in India, on the other hand, ex¬ 
pressed themselves strongly against any form of direct parti¬ 
cipation in long-term advances to industries, mainly because 
the experience of long-term industrial advances by Indian 
banks had been none too happy in the past. 2 

Prudence dictates that participation by ordinary com¬ 
mercial banks in long-term industrial finance should be ex¬ 
ceptional. It is also an established fact that, within the limits 
of their resources, these banks have been providing finance 
to all parties who really deserve them. Ordinary commercial 
banks should not be blamed when they say that if long-term 
advances have to be made, these should be for moderate 
amounts, in consonance with ordinary banking prudence and 
consistent with the maintenance of liquidity. 

This does not mean that there is no room for improvement. 
Various suggestions were made by the Committee on Finance 
for the Private Sector to improve matters in so far as the 
short-term requirements of industry were concerned. Thus, 
they said that the Bill Market Scheme of the Reserve Bank 
of India might be liberalised and so could existing remittance 
facilities. Subsidies might also be given to banks to open 
branches in rural areas and adequate security arrangements 
could be made for banks operating in these areas. Finally, 
mobile banks could be started which would make banking 
facilities available even in small villages. 

Some of these suggestions have already been adopted by 
the Central Government and the Reserve Bank cf India. 
Following the submission of a Report by the Committee of 
Direction of the All-India Rural Credit Survey in August 

1 Memorandum submitted by the Federation of Indian Chambers of Com¬ 
merce and Industry before the Committee on Finance for the Private Sector, 
quoted in the Report of the latter. 

3 As recently as during World War II, the failure of a large number of banks 
in Bengal was attributed, among other reasons, to their long-term advances 
to industrial concerns. 
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1954, the Imperial Bank of India was taken over by the 
State in 1955 and re-named the State Bank of India. In the 
words of the All-India Rural Credit Survey Report the 
objective was ‘the creation of one strong, integrated, State- 
sponsored, State-patterned commercial banking institution 
with an effective machinery of branches spread over the 
whole country, which, by further expansion, can be put in 
a position to take over cash work from non-banking treasuries 
and sub-treasuries, provide vastly extended remittance faci¬ 
lities for co-operative and other banks, thus stimulating the 
further establishment of such banks, and, generally, in their 
loan operations, follow a policy which, while not deviating 
from the canons of sound business, will be in effective conso¬ 
nance with national policies as expressed through the Central 

Government and the Reserve Bank. . c 

Since 1956, the Indian joint-stock banks, with the State 
Bank of India, as their mentor and guide, have taken iurther 
strides in their role as resource mobilises and credit pur¬ 
veyors for the economy. From 1956 to 1959, the magnitude 
of expansion in bank credit at about 50 per cent was almost 
the same as that of growth in deposit resources. V\ ith the 
assistance offered by the Refinance Corporation set up in 
1958, some of these banks have also started making 
medium-term loans to industry, thereby providing an inte¬ 
grated credit structure suited to the needs of a developing 

economy. 


Seasonal Requirements of Industry and the Bill Market Scheme 

In the thirties of the present century, a good deal of criticism 
was levelled at the fact that no well-developed and expansive 
bill market existed in the country. Now, a typical commcr- 
cial bill is created in this way: a manufacturer, say, a cotton 
mill, sells goods on three months’ credit to a wholesale dca cr 
and, as a preliminary condition of the credit, the ea er 
accepts a draft drawn on him by the mill. Such a bill is se - 
liquidating in as much as it arises out of a bona fide sale, an 
has got behind it the backing of goods sold. When the manu¬ 
facturer is in need of cash, he approaches his bank witi a 
request to discount his bill, If the manufacturer is ol good 
standing, and if the ac^ptor of the bill is also reputed to 
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be sound, the bank gladly discounts such a bill, especially 
when he knows that the Central Bank would, in its turn, 

re-discount the bill. 

Until lately, this method of obtaining money by discount¬ 
ing bills was not very common and for a variety of reasons. 
Firsdy, the major part of Indian business consisted of agri¬ 
cultural produce, and there was not the same chance to 
create bills there as in manufacture. ‘When crops are mar¬ 
keted, they are sent on their way to the consumer by small 
merchants through large ones, and it is evident that in prac¬ 
tice such small merchants are not in a position to grant credit 
to the large ones. On the contrary, it is the bigger merchants 
who often advance money to the smaller traders to buy agri¬ 
cultural produce for themselves.’ Secondly, even where com¬ 
mercial bills could be created, the banks were reluctant to 
discount them, because they could re-discount them only at 
the Imperial Bank of India, but they did not like that the 
said bank, their rival in so far as commercial business \vas 
ccnccrned, should know their bill portfolios. Thirdly, the 
system of cash credits was cosidcrcd more convenient both 
by banks and by borrowers. And hence there was no parti¬ 
cular preference on either side for commercial bills as an 
instrument of credit. Finally, a high stamp duty on bills 

also acted as a deterrent. 1 . 

Although the Reserve Bank of India was established in 

1935, the facilities for re-discounting bills at the Bank were 
not accorded io the various joint-stock banks until 1952. 
Until this latter date, the scheduled banks had been gene¬ 
rally raising funds for meeting their seasonal requirements 
cither by the sale of their investments in Government secu¬ 
rities to the Reserve Bank or by borrowing from the latter 
against these securities under Section 17 (4) (a) of the Re¬ 
serve Bank of India Act, 1934. In November 1951, the 
Rescr\c Bank of India raised the bank rate from 3 to 3V* per 
cent and also suspended its open market purchases policy— 
mainly with a view to curbing the inflationary spiral. Simul¬ 
taneously, as a result of an outcry from the business commu¬ 
nity, it initiated an alternative mode of accommodation, viz. 

1 S. Bhattcr and I.. Nemcnyi. The Reserve Bank of India and its Functions. 
Calcutta, 1933. 
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the Bill Market Scheme. * The scheme foUowcd in broad out- 

lihes the system that prevailed before the ” , . d; uld 

Reserve Bank under which the Imperial Bank "“amid 

borrow, during the busy season, funds finan- 

Department against internal bills ov hundis dr v 
cing bona fide trade or by the conversion of advances g ^ 
for the same purpose. During the first year, Q rcs 

restricted to scheduled banks having depos.ts of R^lO crore 
or more. The Bank undertook to make demand loansM ^ 

banking offices in India to the e lgi ninety days, 

security of promissory notes maturing was not 

obtained by them from their constlt ““ ' j j b ills by the 
exactly a case of re-discounting o co^ ^ schedulcd banks 
Reserve Bank, but one of making ordcr t0 e n- 

on the ReseVe C B U ank^decided to charge 

i” S advances Wilder ^this scheme at J per cent b = 

the Bank Rate and also agreed to bear ha ( the cost ot^ 
duty incurred in converting deman . 1940 , tw0 

although the duty had already been reduced mW ^ 
annas for every thousand rupees or P^ t0 s che- 

1953, the scheme was extended by the Re^ ^ ^ ^ 

duled banks having deposits p scheduled banks 

July 1954, it was further ^ deposits.* 

holding a licence, irrespective of the sue o P b usi- 

Now, the bill market was •«™X" d £, prior “> 

ness and banking system in th • cvcr t hc London 

World War I. In thc inter-war period, h °wev , ^ Qwi 

Bill market was relegated to a secondary p. ’ shrunk 

to tariffs and trade barriers, Internationa 

considerably. The emergence of New York after thehr^ 

World War as a rival centre of wor ^ faU in the 

the London Bill market to some extent. , t i, e dis- 

bill business, the London Discount mar ct o 
counting of the British Government Treasury bills, so 
it became more or less a market in Govcrnmen P P * 

* The scheme was introduced as an cxP cn n Jj l1 ‘ ‘‘gubseciucntly made a 
1552 but it proved to be so satisfactory that it 

permanent feature of the Indian money roarkc '■ of (hc committee on 

*» This last extension was made on the recommcnoau 
Finance for the Private Sector. 
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In India, the bill market did not develop as fast as it should 
have done—even after the grant by the Reserve Bank of new 
facilities in 1952. The reasons were as follows. Firstly, the 
bulk of the financing of foreign trade was done by foreign 
banks, commonly known as the Exchange banks. The majo¬ 
rity of both the export and import bills were drawn in ster¬ 
ling and such bills were obviously not suitable for negotiation 
in a bill market in India. Further, in the absence of any 
Acceptance Houses in India, export bills were invariably 
payable outside India and hence were not good for sale in 
this country nor eligible for re-discount with the Reserve 
Bank. The import bills, on the other hand, were for small 
amounts and hence were not helpful in promoting a bill 
market. Secondly, in the case of movement of goods within 
the country, it was still customary for the seller to extend 
an open account credit rather than draw a bill. Even banks 
preferred giving cash credit or overdraft against the storage 
of goods pending movement rather than accept a bill, as 
they could, in the former case, recall the advance at short 
notice in case the borrower’s financial position was adversely 
affected. In the case of a bill, they had to wait until its 

maturity. 

We thus sec that the Bill Market Scheme as framed by 
the Reserve Bank departed from the traditional method of 
re-discounting of bills. Under this arrangement, short-term 
credit was advanced to meet the bona fide requirements of 
trade and industry, permitting the banker at the same time 
to make withdrawals and repayments into the account as 
often as he liked. As the scheme provided for advances and 
not re-discounting facilities, the banks were able to minimise 
interest charges by borrowing according to their needs and 
by remitting spare funds to reduce their indebtedness. 1 

The Bill Market Scheme has now been in operation for 
nearly a decade. While during the earlier years of its inaugu¬ 
ration, the scheme was being increasingly utilised by banks, 
there has been a marked decline since 1956-57, due largely 
to a material increase in the resources of banks as well as 
in their investments in Government securities. The following 

1 Article on 'The Bill Market Scheme hi India' in the Reserve Bank of India 
Bulletin, September, 1953. 
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table illustrates the rapid decline in the use of Bill Market 
facilities during the last four years. 1 

Amounts Borrowed by the Banks under the Bill Market Scheme 

(In crorcs o/ rupees) 

1956-57 1957-58 1958-59 1959-60 


Aggregate amoimt of limits sanctioned .. 185.40 137.41 114.00 j4.27 

Maximum outstanding borrowings during 1521 

the season .. •• •• ' 

Jwo explanations have been offered for the failure of the 
Bill Market Scheme to live up to the expectations of its fra¬ 
mers. Firstly, there appears to be a reluctance to use the 
Bill as a means of raising finance when cash credits and 
overdrafts are not difficult to get. The Bill has its uses, 
and shows its strength, only in times of credit stringency. 
Secondly, the setting up of specialised financial institutions 
to fill up certain ‘gaps’ in the credit structure, has made 
the Bill Market Scheme somewhat redundant. I he eliorts 
that are being made to harness the co-operative agency 
and even the State Bank of India to provide credit to small 
units and the Guarantee Scheme of the Reserve Bank of 
India under which it shares with commercial banks the risks 
they face in meeting the financial requirements of small- 
scale industries, have also led to the belief that there is n 
innate superiority in the special form of ere it represen 
by bills.’ 


The Role of Special Institution 

As has been stated in a preceding section, the share of 
commercial banks in the long-term financing of in ustry 
been rather small in this country. We have also seen in an 
earlier chapter how, even in the U.K., specia insti u ion 
have been set up, over the past twenty years or so, to mce 
the long-term requirements of particular classes of indus ry. 
On the Continent also, notwithstanding the tradition o 
‘mixed banking’ which held sway, it has been found neces¬ 
sary to set up institutions dealing exclusively or most y wi i 
the long - and medium-term requirements of industry. e 
1 Reserve Dank of India Bulletin, Bombay, June, 1961. 
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Industrial Mortgage Banks of Finland, Hungary and Saxony 
and the National Economic Bank of Poland were typical 
examples of such efforts. In Canada also, an Industrial 
Development Bank commenced operation in November 1944, 
while a separate Industrial Finance Department was created 
in 1946 in Australia within the Commonwealth Bank of 
that country. Similar developments have taken place in the 
comparatively under-developed Latin American countries as 
well. ‘Fomento’ credit organisations of specialised institutions 
to assist in the mobilisation of capital for production purposes 
and to provide long-term cerdit to industries have been set 
up in Mexico, Brazil, Chile, Argentina and Colombia, mostly 
during the years following the end of the second World War. 1 

What is the raison d'etre for establishing such special insti¬ 
tutions for the provision of long-term industrial finance? The 
main reason is that, on the one hand, the ordinary joint-stock 
banks cannot afford to lock up their capital and other assets 
in long-term projects and, on the other hand, until lately, there 
was an unwillingness, for various reasons, on the part of the 
average investor to subscribe readily to shares or debentures 
floated by industrial companies. While the mobilisation of 
domestic capital as well as the development of a capital 
market which would ensure a regular flow of new money 
into industries at a reasonable rate of interest, is necessarily 
a long-term process, corporations, in which the Government, 
the central banks, commercial banks and insurance com¬ 
panies and other financial institutions can all participate, 
help to stimulate industrial development and ensure that 
capital flows into the most productive channels. 

The Industrial Finance Corporation of India 

The first specialised institution to be set up in this 
country was the Industrial Finance Corporation of India. 
Established under a special Act in 1948, the Corporation 
makes medium and long-term credits more readily avail¬ 
able to industrial concerns in India, particularly in circum¬ 
stances where normal banking accommodation is inappropriate 
or recourse to capital issue methods is unpracticable. The 
authorised capital of the Corporation is Rs 10 crores, divided 

* N. Das, Studies in Indian Economic Problems, Calcutta, 1954. 
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. • -i l ^ fic S 000 each.To start 

1M6 20,000 fully paid-up shares of Rs 5, we re 

with, 10,000 shares of the total value ofRs^ cro 
issued. Of the capital issued in t e ribcd 2j000 shares 

GbVemment and the Res ' rve „ - 00 shares ; investment 
each; scheduled banks subsen e h ’ simUar financial insti- 
triists, insurance companies and 0 tivc banks, 1,000 

tiitions another 2,500 shares, an P , finance 

shares. The capital structure of the ““"V, by the 
Corporation of India is thus neit cr w owne rship and 
Central Bank nor wholly independent of State 

control. 1 , . .. chare capital, the 

As regards investible funds, bcsl c to five times 

Corporation is authorised to issue on public 

the paid-up capital and to accept de^s.'s from me P f ^ 

repayable after not less than .^ V ' h ^ "central Government as 
Corporation arc guaranteed by nt 0 f the annual 

to both repayment of P™«pd d fa P £ ovcrnme nt by noti- 
dividend at a minimum rate n >' Jn (he samc man- 

fication at the time of issuing th Corporation are 

ner, the bonds and debentures o respect of the 

guaranteed by the Central Govcrnm : ntcrC st. 

repayment of the principal and paymen criticised by 

The inadequacy of the capital in th e legis- 

many at the time the Bill was e g ^ 0 f its borrow- 
lature. It was argued that, c ^ cn wou id be very 

ing powers, the resources of the rp thc rap id indus- 

meagre and totally inadequate or amount ol 

trialisation of the country. It will have a p > , B ut 

Rs 50 crores where hundreds o cro j t was never 

the critics entirely missed their mar. * t j ts f un ds for 

intended that the Corporation wou p requirement. 

every category of industry or every yp' ^ thc capital 

The Corporation is designed mere y industries as arc 

needs of industry and to assist on y open market, 

unable to raise thc additional Ca . Plta i. corporation o£ India has 

1 Th» Mnilnl tlnirtairp of (lltf Industrial Finance Corpora private individ- 
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Secondly, for a long time, it had difficulties in investing eveo 
a much smaller sum than Rs 50 crores. 

The Corporation can finance ‘industrial concerns’ only. 
This has been defined under the Act to mean any public 
limited company or co-operative society incorporated by an 
Act of the legislature and registered in India and engaged 
in the manufacture or processing of goods or in mining or 
in the generation or distribudon of electricity or any other 
form of power. By an Amendment Act in 1952, the scope 
of the Corporation’s activities has been extended to cover 
‘companies engaged in shipping’ as well. 1 

The Corporadon can transact the following kinds of busi¬ 
ness: (a) guaranteeing loans raised by industrial concerns 
which are repayable within a period not exceeding 25 years 
and which have been floated in the open market; ( b ) under¬ 
writing the issue of stocks, shares, bonds or debentures by 
industrial concerns; ( c ) granting loans or advances to, or 
subscribing to debentures of, industrial concerns, repayable 
within a period not exceeding 25 years. No accommodation 
is, however, to be given under (a) and (c), unless it is secured 
by a sufficient pledge, mortgage, hypothecation or assign¬ 
ment of Government or other securities, stocks, shares, or 
secured debentures, bullion, movable or immovable property 
or other tangible assets. Further, the Corporadon must not 
enter into any arrangement under (a) and (c) with a single 
industrial concern for an amount equivalent in the aggre¬ 
gate to more than 10 per cent of the paid-up share capital, 
and in no case exceeding Rs 50 lakhs. 2 

A good deal of criticism was levelled at the Corporation 
in 1953-54 about the manner in which it disposed of its loan 
applications. Charges of nepotism and partiality were laid 
at the door of the management and so much public passion 
was roused that the Government of India was compelled to 
set up a Committee of Enquiry. This committee made an 

1 Further amendments arc in contemplation to cover other sectors of private 
enterprise. 

3 1 he underlying object of putting such a limit on the accommodation was 
to ensure diversification of the risks of investment. The limit was soon raised 
to Rs 1 crorc. as it was felt that the limit of Rs 50 lakhs rather inadequate. 
As a matter of fact, the Corporation can now make advances even exceeding 
Rs 1 crorc to a single concern, if the loan is guaranteed by the Government or 
India. ° 7 
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exhaustive analysis of the loans sanctioned by the Corpora¬ 
tion up to date and submitted a report to Government in 
May 1953. The Report exonerated the management trom 
charges of favouritism, but said that some at least of its ad¬ 
vances were unhappy and could have been avoided. 

The Industrial Finance Corporation Enquiry Committee 
made a number of suggestions on matters of poky** 
may well bear repetition. For example, it suggested that (a) 
no loans shall ordinarily be granted in respect o industries 
where ‘the saturation point’ has been reached, ( ) 
ment should issue directives to the Corporation regarding 
the principles to be followed by the latter in granting loan , 
Ic) Government should give to the Corporation a clear indi¬ 
cation as to which regions should be treated as backward 

with a view to enabling the Corporation to give a 
to such areas and ( d) the Corporation should not participate 
in equity or risk capital until the Reserve Fund of the Cor¬ 
poration has aggregated to Rs 5 crorcs. Most of these recom 
mendations were accepted by Government. It is pertinei 
to point out, however, that the Industrial Finance Corpora¬ 
tion represents a new experiment in the field of industn 
finance, and principles can be evolved and practices estab¬ 
lished only in the light of experience. 2 „ nnra 

An important lacuna in the Industrial Finance Corpora 

don Act of 1948 was that it could make advances only 
industrial concerns already engaged in business: it could no* 
make any advances to concerns which were about lo eagage 
in business. This was rectified by the Industrial a» d State 
Financial Corporations (Amendment) Act of 19 j5 , 

received the assent of the President on 1 ° September • 

Another criticism of the working of the Industrial Finance 

‘ A, a .cell ot .he public agitation. .he then non official Chairman (Mr. 
Shri Ram) had to resign on 14 February 19 j 1 am I ^ as to p rov ide 
senior official of the Government. Later, the Act \v aml aUcn iion to the 

for a full time Chairman who could devote all I • K R R Mcnon) 

affairs of the Corporation. The first full time Chairman (Mr. 

took office on 6 August 1955. . . „ Corporation of India 

*.Seventh Annual Report of the Industrial Hnai 1 

for the year ending on SO June 1955. madc ccrtain 8llg . 

* The Committee on Finance for the Private> uscful instrument of 

gestions with a view to making the J oidaWc delay in sanctioning 

industrial finance. It punted out .ha. .ha. .he rale, of 

loans, that the terms for loans were often unduly itarsn 

interest charged were sometimes on the high side. 
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Corporation of India is that it does not provide equity or 
risk capital. There is no legal bar to the Corporation’s under¬ 
taking this type of financing (the Corporation is empowered 
to underwrite shares under Section 23 of the Act), but this 
has not been attempted in actual practice, mainly because, 
under the Act, the Corporation had to dispose of any 
such shares within a period of seven years. The Com¬ 
mittee on Finance for the Private Sector recommended 
that this limitation should be removed and the Amend¬ 
ment Act of 1955 liberalised the Section by saying 
that the stocks, shares, bonds or debentures acquired could 
be retained, with the permission of the Central Government, 
even beyond the period of seven years. The industrial Fi¬ 
nance Corporation Act was again amended in 1960 so as to 
enable the Corporation to guarantee (t) loans raised by 
industrial concerns from scheduled banks or State Co-operative 
Banks, (ii) deferred payments in connection with the purchase 
of capital goods manufactured in India and (iii) loans raised 
from or credit arrangements made by industrial concerns 
with any bank or financial institution outside India in foreign 
currency. Up to the end of June 1961, the Corporation 
underwrote issues to the tune of Rs. 4.2 crores. This is not 
a very big amount, but it should not be forgotten that the 
IFC took to this business only three years ago. 

In recent years, the lcndable resources of the Corporation 
have been augmented by (a) the issue of bonds, ( b ) borrowings 
from the Central Government and ( c ) loans from interna¬ 
tional agencies like the U.S. Development Loan Fund. The 
total amount of bonds outstanding at the end of June 1961 
was Rs. 42.35 crores, while the outstanding borrowings from 
the Central Government amounted to Rs. 15.25 crores. The 
Corporation sanctioned during this year loans in foreign 
currency equivalent to Rs. 4.3 crores, for the first time since 
its inception in July 1948. 

Up to the end of June 1961, the Corporation had distributed 
a total amount of Rs. 105.82 crores as loans and advances 
to industry. A study of the distribution on loans according 
to the nature of industry' shows that the IFC has been follow¬ 
ing a balanced policy in assisting the ‘consumer goods’ 
industry as well as the ‘producer goods’ and the ‘intermediate 
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goods- producing industry. Of the total loans Rs- £55 
crores went to 152 new undertakings 

to 87 old undertakings for renovation, 
expansion. 1 

State Financial Corporations 

The Industrial Finance Corporation of India - 1 -^manly 
for the needs of large-scale un erta g g ut the sma ller and 
restricted to P^J^et^problems of their own and 

^institutions are required to caterer J-r reqmre- 
ments. So, in 1951, the Government of Ind.a placed ^ 
Statute Book a State Financia ° r ^° p: nanc i a l Corporations 

Act, the States could set up local ‘ c ™ credit to 

with a view to providing me ium S fel j outs ide the 

small-and medium-sized industries 

purview of the Central Corporation. Industrial 

The Act, though closely. ^,5 made three im- 

Finance Corporation of India ^ ^ <industria l 

portant departures. First y^ *. Hmited companies, 

concern’ was widened to P ns> Secondly, mem- 

partnerships and even propne ^_ schedulcd banks were per- 
bers of the public and eve , r g tate Corporations . 2 

mined to subscribe to the share captal of btate P ^ 

Thirdly, State Financial than 

and make loans and ad vane Central Corporation. 

20 years as against the 25 years o the Ccntr £ ! 

Since the passing of the ^ in the Indian 

Corporations have been set p editions of the 

Union. 8 These Corporations Act t he maximum 

Corporation at the Centre. Un ’ b c Rs 5 crores. 

authorised capital of a State Corpora Central Corpo- 

It can also issue bonds and debentures ^Qn^ fivc 
ration, but the total amount thereo . j nd re serve 

times the amount of the paid-up share capital 

- Thlr.cn,h Annual ttepor. o. Ihc tndnslrlal Finance Corpora,ion ■ 

,0 * The 1£Z!3S!£S££* » -*" a ‘- howevcr ' hccn T . 

to 25 per cent of the total numlxrT ot sh3T ^* Corporations in Mysore, 

• The Jatctt to appear on the scene ejU blisWd in 1900 only. 

Gujarat, and Jammu and Kashmir, wind 
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funds of the Corporation. It may also accept long-term depo¬ 
sits from the public under certain terms and conditions. 

Since their inception and up to the end of March 1961, 
the total amount of loans sanctioned by the various State 
Financial Corporations was Rs 36.2 crores and the amount 
disbursed was Rs 22.16 crores. The total amount of 
loans and advances outstanding was Rs 17.1 crores. The 
discrepancy between the loans sanctioned and those actually 
disbursed is said to be due to the fact that the conditions 
no which loans are sanctioned are sometimes so rigid that 
many applicants find it difficult to accept them. On the other 
hand, during the period 1958, 1959 and 1960, the average 
total amount of loans outstanding of all the Corporations 
was approximately Rs 11.14 crores as against the average 
amount of loanable funds of Rs 19.41 crores. In other words, 
the Corporations were able to utilise only 57.3 per cent of 
their resources. As a consequence of the low utilisation of 
resources, many of these Corporations are faced with deficits 
in their earnings which compel them to rely heavily on the 
State Governments for meeting their dividend liability. 

For this state of affairs, the Corporations cannot be held 
responsible. It appears that although innumerable applica¬ 
tions are received, a majority of the applicants do not furnish 
the necessary information in respect of the installed capacity 
of their plant and machinery, annual production, estimated 
increase of output as a result of the proposed expansion, cost 
of production and their annual profit and loss accounts. The 
result is that many applications have to be rejected outright. 
Secondly, State Corporations have to deal not only with 
corporate concerns but also with partnerships and proprietary 
concerns including joint-family businesses. It has been found 
from experience that many concerns offer properties for which 
the relevant documents of title are not available or there 
arc complications which have to be removed before the tide 
can be accepted as clear and marketable. 1 As has been 
stressed by the Board of Directors of the punjab Financial 
Corporation, an organised system of industrial banking must 
demand a minimum standard of working efficiency and book- 

1 Fifth Annual Report of the Bombay State Financial Corporation for the 
year ended 31 March 1958. 
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keeping system on the part of the borrowers, but unfortunately 
many of the applicants show considerable reluctance to dis¬ 
close full facts of their affairs or to take the Corporation into 
their confidence. 1 

Other difficulties which these State Financial Corpora¬ 
tions have to contend with are that many borrowers ask for 
advances solely against stock in trade: this, however, is the 
normal function of commercial banks and is outside the 
scope of the activities of a Financial Corporation, its main 
function being to grant advances, whether for capital 
expenditure or for working capital, against block assets 
comprising land, buildings, plant and machinery. An¬ 
other problem which presents itself to these Corporations is 
that statistics in regard to the various industries are not readi y 
available, and, in the absence of such information, it becomes 
extremely difficult to make a proper assessment of the scope 
and prospects of an industry. 2 


The Industrial Credit and Investment Corporation of India , Ltd . 

This is a privately owned and managed Corporation set up 
in 1954, but it had the blessing of the Central Government 
from the very outset. Some time in 1953 a three-man Mission 
sponsored by the Government of India and the World ban 
decided that what the country needed was a special institu¬ 
tion of the type of the Industrial and Commercial Finance 
Corporation of the U.K., as, because of its quasi-Govcrn- 
ment character, the Industrial Finance Corporation ol India 
had not been able to meet the long-term requirements ot 
industry as effectively as it should have done. 

The Corporation was launched with a paid-up share capi¬ 
tal of Rs 5 crorcs, subscribed wholly by domestic and foreign 
private investors, with the former holding about 70 per cent 
of that capital. In addition to the share capital, the working 
funds of the Corporation consist of an interest-free deposit ot 
Rs 7i crores advanced by the Government of India out ot 
the Technical Corporation Administration rupee c ° UI }* c J } P ar * 
funds. Finally, the Corporation was granted by the World Bank 

* Sixth Annual Report of the Punjab State Financial Corporation for the 

year ended SI March 1959. „ rruir ,, i(in f or 

» Fifth Annual Report of the West Bengal State Finanaal Corporation lor 

the year ended 51 March 1960. 
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a long-term loan of Rs 5 crores, guaranteed by the Govern¬ 
ment of India. The initial working capital of the Corporatiop 
thus amounted to Rs 17^ crores, but it was empowered to 
borrow up to three times the total amount of its paid-up 
capital plus the Government deposit. 

With these resources (at the end of December 1961, its 
investible resources had increased to more than Rs 44 crores), 
the Corporation has undertaken, among other things, direct 
lending and investment, underwriting of issues, and provision 
of technical and managerial aid to the private sector. There 
is no direct Government participation in the management of 
the Corporation except that Government appoints one Direc¬ 
tor on the Board and also the Chairman. 

Since 1955, the activities of the ICICI have been steadily 
on the increase. The total of proposals sanctioned, till the 
end of December 1961, was Rs 42.71 crores, although Rs 24.3 
crores out of this had not been actually availed of. Because of 
its access to foreign exchange facilities through the World 
Bank, the ICICI has facilitated the purchase of capital goods 
from abroad by industrial enterprises in India . With its readi¬ 
ness to underwrite new capital, this Corporation has set a new 
tradition in the building up of the Indian capital market. 1 

National Industrial Development Corporation 

This State-sponsored Corporation, with capital provided en¬ 
tirely by the Government of India, was also launched in 
1954. This Corporation represents an effort to tackle the 
problems of industrialisation and unemployment in the coun¬ 
try from the angle of shyness of capital and enterprise. There 
are important sectors where, for various reasons, private 
capital and enterprise are not coming forward at all. The 
National Idustrial Development Corporation starts new in¬ 
dustries in these sectors and manages them through the initial 
process of development till they reach the stage of earning 
profits. At that stage, they can be handed over to private 
enterprise, if considered necessary and desirable. 

1 Of the total accommodation granted by the ICICI till the end of 1961. 
69% were in the form of loans and guarantees, 24% were in the nature of 
under-writing operations in respect of ordinary and preference shares and 
debentures, and 7% in the form of direct subscriptions to ordinary and 
preference share issues. 
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It may be stated here that the NIDC does not^ enter into 
competition with industries already well established m the 
country. Instead, it explores the possibilities of developing 
new industries and selects schemes to be taken in ^nd. 
private entrepreneurs are forthcoming for the establishment 
of such units! the Corporation helps them ™ ‘he techmca 
side as well as through participation in hnancmg t :hc ' 
Alternatively the Corporation itself establishes and operates 
new industrial units. The NIDC is conceived ma^y as an 
instrument for securing a harmonious *^“ r . 

tries in both the public and private sectors. It do 
take the financing of industries except in so far as this become 
incidental to the development of certain special categories 

in t St acmll practice, however, the National Industrial 
Development Corporation has confined its activities mo d y 
to the granting of loans for the modernisation and rehab,hW 
tion of the jute and cotton textile industries. At t _ 

has also investigated the problems of a few other industries 
c a ton foundries and Jges, fabrication of steel structures 
ini' manufacture of printing machinery and wood pUp), 
the financial assistance sanctioned for such industries 

^"operations of the NIDC have been criticised in certam 
quarters on the ground that it appears to have tan J P 

primarily for the rehabilitatoin of the cotton textile and ut 
industries. ‘It is not understood why modernisation of cotton 

and jute mills is singled out for financial asslstaI l^ V w P cll 

able to make loans to them. The NIDC should beleftwith 

the more important task of promoting n ^'' 2 in u 
prises for which it is perhaps better suited. 

* N. Das. Studies in Indian Economic India, Bombay. 

J H. T. Parckh, The Future of Jonit-Stock L . under ,| 1C name 

1958. Lately, the NIDC has set up a substd ai y [ thc itnp i e nicntation 
•pyrites and Chemicals Dcvclopmeni Co. I r,valc ’. 
of a project for the production of sulphur from pyn 
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Life Insurance Corporation of India 

In every country (and no less in India) life insurance com¬ 
panies invest a substantial portion of their funds in industrial 
shares and debentures, thereby helping economic development. 
Life insurance was nationalised in India in 1956, and the 
entire business was taken over by a single organisation called 
the Life Insurance Corporation of India. 

Although under Section 27A of the Insurance Act, a mini¬ 
mum of 50% of the investment is required to be made in 
Central and State Government Securities and in issues of 
public corporations such as Municipalities, Port Trusts, etc., 
the Corporation has got such huge funds at its disposal that, 
even with the restrictions imposed under the Insurance Act, 
it can play a decisive role in the capital market. Much more 
important than even the volume of operations, however, is 
the fact that, as an investor having large funds ready for 
investment, its investment activity can exercise a consider¬ 
ably stabilising influence. It follows, therefore, that the res¬ 
ponsibility of the LIC for judicious investments is very heavy. 
On the one hand, by reason of its substantial ownership of 
shares in joint-stock companies, the Corporation must act as 
a watch-dog of corporate enterprise in the country. On the 
other hand, with the resources at its command, it can play 
as important a r6lc in the new issue market as it is able to 
play in the stock market. An analysis of the investments made 
by the LIC since its inception shows that these are fairly 
well distributed over the entire private sector and that it has 
not hesitated to underwrite new issues, as long as these were 
found to be generally sound. 1 

Refinance Corporation of India 

Another institution called the Refinance Corporation of India 
was constituted in 1958 to enable selected commercial banks 
to provide medium-term finance to industrial concerns. The 
question arose how the funds, which had accrued from the 
sale of surplus agricultural commodities under P.L. 480 
should be utilised and, as a result of discussions between the 
U. S. and Indian Governments, a permanent organisation 
was set up in the form of the Refinance Corporation of India. 

1 Vide Appendix XXXI. 
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Since its inception in June 1958 and up to the end of 
December 1961, the Corporation sanctioned loans to the 
extent of Rs. 11.16 crores. The operations of the RCI are 
hampered by the fact that it can provide refinance for a medi¬ 
um term only, viz. three to seven years. Recently, however, 
the Corporation has decided to consider, in exceptional cases 
loans for a longer period up to ten years. This combined 
with extension of its refinancing facilities to a number of 
smaller commercial banks, State Financial Corporations and 
State Co-operative Banks has considerably widened the 

base of its operations. 

Assistance to Small Industries 

Mention should also be made of the National Small Indus¬ 
tries Corporation set up in February 1955, not only to finance 
small industries but also to tackle their special problems o 
marketing, techniques of production, management, and sup¬ 
ply of raw materials and machinery. This is a w holl> Stat 
owned undertaking, financed by loans and grants from the 
Central Government. The most important activity ot the 
NSIC is to secure orders from Government purchasing agen¬ 
cies on behalf of small-scale units and to supply machines to 

the latter on the hire-purchase system. 

It may be mentioned in this connection that the Mate 

Bank of India also has a scheme for the co-ordinated provi¬ 
sion of credit facilities to small industries. This wm imitated 
in April 1956 and extended to all its branches with el 
from January 1959. In January 1959 , an agreement was 
reached by the National Small Industries Corporation and 
the State Bank of India on the subject of grant of advances 
by the latter to small units up to the full value of raw ma c- 
rials when they had secured firm orders from Governmcn 

and quasi-Governmcnt bodies. . , 

Another scheme for rendering assistance to sma ii 

tries has been formulated in pursuance of t ^ c ! rc « 0I I in j Cn i 
tions made by the Seminar on Financing of Sma - ca c n u 
tries in India, organised by the Reserve Ban o n la i 
T uly 1959, in Hyderabad. This is a guarantee scheme lor 
advances to small industries. The object of the sc erne is o 
grant a degree of protection to the lending institutions (espe 
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dally State Finandal Corporations) against possible losses in¬ 
curred by the latter in respect of such advances. Losses would 
be shared between the lending institutions and the Govern¬ 
ment of India, subject to the condition that the maximum 
amount recoverable against the guarantee issued under this 
Scheme in respect of any one advance will not exceed 
Rs 1 lakh. 1 This scheme was brought into force on July 
1, 1960. Since August 1961, the scheme has been extended 
to cover “risk participation,” particularly in respect of 
co-operative institutions. 

Investment Trusts 

In the institutional field, one major gap which still exists is 
the absence of Investment Trusts which piay so important a 
part in other countries in providing industrial capital. An 
Investment Trust is ‘an agency for the co-operative buying 
and selling of securities for a group of associated investment 
beneficiaries’. Its main characteristic is that it enables the 
investor, through a simple commitment, to diversify his in¬ 
vestments over a large number of securities and thereby re¬ 
duces the risks of capital depreciation and poor dividends. 
Also, the investor obtains the services of expert knowledge 
and management available with the Investment Trust. 2 

In the U.K. and U.S.A., the number of Investment Trusts 
is around 270 and 170 with total funds of £560 million and 
S 11 billion respectively. These organisations have developed 
much later in India than in cither the U.K. or the U.S.A. 
The reasons for the late development of the movement lay 
basically in the low volume of savings available for invest¬ 
ment, and also partly in the absence of adequate investment 
outlet, conducive to the promotion of Investment Trusts. 
The first important Trust was the Industrial Investment 
Trust, Ltd., registered in 1933 at Bombay, with an authorised 
capital of Rs 2.5 crorcs and a paid-up capital of Rs 1 
crorc. A few more such Investment Trusts were established 
in 1936 and, in the following year, the House of Tatas 
launched the Investment Corporation of India, Ltd. Many of 

1 Reserve Hank of India Bulletin. June 19f>0. 

3 For a detailed account of Investment Trusts and their operations, the 
reader is referred to an article on the subject, published in the Resen't r Bank 
of India Bulletin. October 19G0. 
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these Investment Trust companies were, however, of the 
‘bucket-shop’ variety, promoted to collect public money 
mainly for Employment to the advantage of the promoters 
“nd directors in their speculative share operations. W ith 
“he break in prices in 1937, most of these companies went 
into liquidation. During World War II years, there was a 
further impetus to the Investment Trust movement mainly 

because of ? the interest evinced by a number oi manag 0 
Tn March 1959 the total number of such companies 
r 595 w“fpd up capital of Rs 37.7 crores, as com 
^red with 122 compares with a paid-up capital of Rs 15.2 

"Many o^hese'investment Trusts do not, however func- 

managing agencies under a differen n > 

effect more akin to ‘finance companies or hold n.-, 

panics’ Zi to Investment Trusts. The basic objective of 

“Ssr-ta & 's&.isrJ & 

don with managing agency or other mdustna g P rcad 
the case of several companies, such investments were ttprea 
over a few companies only, the shares of some of winch we.e 
not even quoted on the stock exchanges. By and larg , h 
was little evidence of disinterested . d^emmn of invest^ 

ments, the two notable exceptions being e 

ment Trust, Ltd., and the Investment Corporation ol 

Lt The conclusion is, therefore, inescapable that although 
there are a number of Investment Trusts in opemdon tl y 
are not ‘independent’ investing agencies in the sense 
which such Trusts operate in the U.K. and the U S.A As a 
result, their contribution in the matter of mobilising b 
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and diversifying industrial development has been rather 
limited. 

A Resume 

We thus sec that since 1947 there has been a considerable 
spurt of activity in the sphere of industrial finance. A number 
of Investment or Development Corporations have been set 
up, either with direct participation by the State or with its 
blessing, to meet the various requirements of industry. 
The entrepreneur in the private sector has now a wide selec¬ 
tion of institutions to which he can turn: he can no longer 
complain that the available credit mechanism is defective 
or inadequate. The country has travelled a long way from 
the days when the Indian Central Banking Enquiry Co¬ 
mmittee submitted its Report. If private industrial enterprise 
is still ‘under a handicap’ today, the causes thereof must 
be sought in spheres other than those of finance. 



Chapter IV 


THE 


MANAGING AGENCY SYSTEM AND 
ITS ROLE IN THE FINANCING 
OF INDUSTRY 


cing of an enterprise dp statement as pointedly 

ment, but nowhere is the truth of tl^^ gcn ^ systcm 

demonstrated as in India. nineteenth century, 

arose in India during the latter part o gradually 

and this system of organ— ^ «emen ,g ^ 
spread to almost all industrial onterpmes d<je (Q thc 

RriiUh 1 The rise of the managing ag . • 

fact "ha.'they filled the role of promoters and pioneers m 

many of the newly established -"nd S’ ^lone who 

into prominence because it was ^ d efficient mana- 

could supply a regular Z the capital 

gers; and they gathered po • Y t hem for finan- 

market was shy, and that in us r Y continuance and prev- 
cial aid, both direct and indirect. The -.cent w ^ 

alence of the managing agency sy prepared 

«o this last factor than to any o her. Bank were J ^ 

to finance the long-term needs of ■ r and tha t 

to provide anything more than c. culatmg cap! 
also for short periods; on the othe^hand, many, ^ ^ 
prises were undercapitalised ^ of t h e ir work, 

financial assistance or guarantee at ry Indian 

So the managing agency system a Company Law 

industry. As has been aptly 

Committee, ‘history, geography an distinc- 

to create and develop a system which, m some 
tive features, still retains its unique characte _ was 

Historically, the home of the of India, 

in Calcutta from where it spread ^ opcrat ing 

Between 1830 and 1880, a num e terestc d themselves in 

in the eastern part of ^ Induslrial 0 r g anisation in 

i For a detailed account, see P S. Lokaiu 

''fnePT^Co^y l*» Commlll'C New Delhi. 1952. 
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the development of such industries as jute, plantations and 
mining. They imported some capital from abroad, but the 
rest came from themselves and their friends and associates 
in India. They would then export the products of these pri¬ 
mary and extractive industries to their principals in the mother 
country. In the course of time, they extended their activities 
to other fields like shipping, sales agencies and investment 
trusts. 

The same organisational pattern was followed when, in 
Bombay and Ahmedabad, some Indian business men, having 
accumulated large funds in trading operations, decided to 
develop the cotton textile industry. It was during the latter 
part of the nineteenth century and the first decade of the 
present century that many of the larger Indian managing • 
agency houses were established. The Swadeshi movement gave 
a further stimulus to the development of these houses, while 
the boom in company floatations in the years after World 
War I enabled them to branch out into new spheres. It was 
at this stage that the managing agency of the Tatas appeared 
on the scene and embarked on the hitherto untrodden fields 
of heavy industry and public utility undertakings. 

These managing agency houses, European as well as Indian, 
also played a leading part in the formation of the early joint- 
stock companies. Although a systematic record is lacking, it 
is surmised that a substantial number of the 505 joint-stock 
companies reported to have been in existence in 1882 had 
been formed by various managing agency firms. Even as late 
as 1936, a majority of the joint-stock companies newly floated 
had to be sponsored by the better-known managing agency 
houses. 1 

Managing Agency System sustained by lack of a properly 
organised Capital Market 

We have seen already that, until 1947, the country lacked a 
properly organised capital market. An integrated capital mar¬ 
ket, with issue houses or investment syndicates occupying a 
central position in it, provides the main channel through 
which private investments are made in most advanced countries 
of the world. In India, these functions were carried out largely 

1 Raj K. Nigam, Managing Agencies in India , New Delhi, 1958. 



LACK OF PROPERLY ORGANISED CAPITAL MARKET 


73 


by the managing agents, who were thus able to entrench 

themselves in a very strong position in the their 

the country’s economy. It could even be a g 

existence was, in itself, an impediment to the growth of an 

organised capital market. . t has 

The financial assistance rendered by managing < g 
been both direct and indirect. In a previous chapter, we have 
noted instances of direct financial aid rendered by managing 
aeems to the concerns they manage. Here we shall cons.de 
some further aspects of managing agency finance as prevalent 

in Ever'since the system came into existence, managing agents 

(particularly n Bombay and Ahmedabad) started the pracU e 

^purchasing the shares of the companies they managed in 

the P names efther of themselves or of their friends and even 

took up debentures floated (often by themselves ) by those 

companies^ In Calcutta and Madras, on the other hand, 

where the managing agency firms weie the 

tradition of the early European Agency h «^ an £ « h c r 
carried on a large banking business in addition to their oilier 

activities. There were many instances of firms > nv « tin S 
funds in several industrial concerns and s °™ of the [“ d £ 

is as jsje 1 6 = 9*5 

th^investing public or of the banks. We shall consider these 
various indirect methods one by one. , . t nc i; a 

We have seen that, until lately, jo.nt-s.ock bank .n nd a 

were very rigid even with regard to *e g »of^rt term 
rrrdit Thev made advances only against i b 



74 MANAGING AGENTS’ ROLE IN FINANCING INDUSTRY 


agents to come forward and give the necessary guarantees 
to the banks. Except in Calcutta, for instance, most banks 
up-country and in Bombay insisted on the signature of the 
managing agents even when goods were hypothecated; and 
when goods were not hypothecated, the guarantee of the 
managing agents on notes of hand, in addition to the sig¬ 
nature of a director of the company, was insisted upon. 1 This 
rather exacting requirement was defended by bankers on the 
ground that ‘the banker cannot know at any given time what 
the exact financial position of the company is, and he has 
greater confidence in the agency firm, and is willing to ad¬ 
vance only on the guarantee of the agents.’ It was indeed 
unfortunate that banks in India were not willing to take the 
reasonable risks they often did in other types of lending opera¬ 
tions and, by their rigidity, helped to strengthen the hold of 
managing agents on industrial enterprise in India. 

Even with regard to public deposits which formed such 
an important source of finance to the cotton textile industry, 
it was the name of the managing agents that ensured a steady 
flow of deposits. In Ahmedabad, for instance, deposits were 
automatically renewed for years together in those mills which 
were controlled by reputed firms of managing agents. On 
the other hand, during the depression of 1929 and after, 
public deposits were withdrawn from those concerns where 
managing agents were reputed to be inefficient, lazy or 
dishonest. 2 

In the matter of issue of shares and debentures also, the 
standing and reputation of managing agents largely deter¬ 
mined the success or failure of the issue. Even a very cursory 
analysis of Indian industrial history' shows that, in the early 
stages of pioneering of industry in India, it was the managing 
agents who ‘drew out' capital from the small class of investors 
that existed. Even in will-established industries like cotton, 
jute, coal, or iron and steel, the promotion of a concern with¬ 
out the backing of a big firm of managing agents, was very 
difficult, if not altogether impossible. 3 

The question has repeatedly been asked why industry' in 


1 Indian Tariff Board. Cotton Textile Industry Enquiry. 1027. Vol. IV. 

2 Indian I.nifT Board, Codon Textile Industry Enquiry, 1932, Report. 

1 S. K. Bnsu. The Managing Agency System. Calcutta, 1958. 
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t j- co ntterlv dependent on managing agents for its 

l e L has beln hinted already, this dependence was 
finance, As. hasi been ^ ^ economic system of 

t st ?rZ r s 

the Indian investor was notoriously y, shares 

very recently, care to invest his c p U, in debenture^^ ^ 

as did the investor elsewhere. Secon which in 

neither issuing houses nor secunnes conipam jn 

Other countries float new "vlus plnue a policy sym- 
the initial stages nor d‘d °ur banlts P P J d 

pathetic and elastic enough for the varied net ^ ^ 

Finally, there was a general tradm ° h thc financing 
the time of its early -dustr^beg.nmngs, that th 

of industry was * C = P " n ° wh J thc burden of finance be- 

agency firms. It was o y ,., nn d<»r whether it was 

came heavy that people c K an managing agents for 

inevitable that industry must look to thc managing 0 

all help, inspiration, and guidance. 

The Cost of the Managing Agency System of Finance 
The managing agency system 

quarters for^ its ^l'eged ^nefficicnc^^ancl^tbc^ PI> 

:: p rh n ave r a!uLd the system on the ^ 
policy. One writer has suggested that the^systen ^ b^ 

agency finance reveale cer^ kncc of lhe managing 

has stated that, owing P bc dominated too 

agency system of finance, indu ry < liulc by industrial 

much by financial con s i derations^ t ^ ^ lhc managing 

ones; he has further asserted * , company was 

agency system of industrial ,na "“’ fi ; „ independently 
able to develop its own system of lUc 

of thc managing agents; and fin. y, s spc cula- 

managing agency system of finance led tomor 

lion in thc shares of cotton mill companies manag i n g 

Thc present writer is not an apologist lor 

■ p. S. Lokanathan, o/». fit., pp- * B ‘?lJ5LR7!S ll hiJia were inefficient, and 
with Dr. Lokanathan that many n»anag g • h lcc i» n icnl experts and tha 

their services costly, in lhc sense that they u ,, s modcrn machinery. orga- 

they paid loo little consideration to such mauc 

nizalion, and marketing. 
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agency system, but he believes that the financial policy of 
the managing agents was their least objectionable feature. 
When it is said that, under the managing agency system of 
finance, industry was dominated too much by financial 
considerations and too little by industrial ones, and it is 
pointed out that in the cotton textile industry of Bombay 
and Ahmedabad, transfers of agency often took place because 
one firm happened to be less solvent financially than another, 
it should not be overlooked that this would have become 
more or less inevitable under any form of management. 
Similar instances arc not rare in Great Britain and the U.S.A, 
and in these latter countries one finds hundreds of large¬ 
sized private limited companies changing hands from one 
set of proprietors or managers to another because the former 
are unable to provide or find the necessary finance. The 
managing agency system of finance did not exaggerate finan¬ 
cial considerations at the expense of industrial ones any more 

than any other system of finance. 

Next, the charge that owing to the managing agency 
system of finance, no mill company was able to develop 
its own system of independent finance, is like arguing in 
a circle. We have seen already that the managing agency 
system of finance arose because of the fact that there was no 
system of independent finance. No blame, therefore, should 
attach to the agents for the fact that independent systems of 
finance were not developed by the concerns they managed. 
As a matter of fact, it is not true that all concerns managed 
by managing agents were dependent on them alone for their 
finance. The concerns managed by European and up-country 
Indian managing agents were notable exceptions to the gener¬ 
al dependence of enterprise in India on managing agency 
finance. 1 

Finally, the charge that the managing agency system of 
finance led to enormous speculation in the shares of certain 
cotton mill companies does not stand the test of scrutiny. It is 
ture that certain managing agents took an active part in the 
speculative ‘corners’ on the Bombay Stock Exchange, but 

1 Memorandum on tlie Indian Companies’ Act (Amendment) Bill. 193G, 
submitted by the Bengal National Chamber of Commerce to the Government 
of India. 
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this had no direct connexion with the financial activities of 
he managing agents in respect of their companies. Even f 
they had not been the financial guarantors of their compames, 

itSJS Sff 

Enquiry Comm.ttee of 1.929-31, and must In almost 

by the most uncompromising cnt.cs of th ^system . 

all industries, —aging agents found the ^^"cial 

capital of a company and provided it with^^ necessary 
accommodation (both direct and indirect) at all stag^ ^ 

its development and particularly during j j ; stor y 

particular service, which is unique in the mdustruil history 

t tars £ 

of India, however, quoted some fi |T? 0 5 Accord ing to 

the debate on the Companies Law Bill in VM-Kcn S t0 

him, managing agents contri ute^R, 29^26 .ores^ 

1,720 companies managed by 1,3 ‘ ° . pa id up 

This worked out at 13.6 per cent of the aggregate P^P 

capital of these companies. As regar s oan ^ ^ 

made or guaranteed by managing ag > £ 0 f all 

order of Rs 18.31 crores in a total of Ks /<>•* ’ 0 f 

kinds of loans and advances, which g a y c 1 twenty 

23.95. Although contributing much ^ 1 • ^ on thc 

years earlier, managing agents thus p > 

i Indian Tariff Board, Colton Textile Industry Enquiry. \o\. I ot Evidcn 
and Memoranda, p. 95. 
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eve of the new Indian Companies Act of 1956, a good pro¬ 
portion of the finance required by industry. 1 

It is also well known that, in periods of crisis, managing 
agents helped their managed companies liberally with funds. 
In the 1952 crisis in the tea industry, for example, when 
banks refused to make advances and many companies could 
not even pay wages, it was the managing agents who provided 
the working funds. There have also been cases where mana¬ 
ging agents gave up their commission, even the minimum 
commission of Rs 50,000 provided in the Companies Act 
of 1956, to enable the companies to sort out their financia 

difficulties. 


The Situation since 1956 

The situation docs not appear to have altered much even 
after the new Indian Companies Act came into force in Uob. 
Partly as a result of the many restrictions placed on the activ¬ 
ities of managing agents under this Act and partly as a 
result of the growth of numerous financial institutions to 
cater for the varied needs of industry, managing agents are 
no longer required to play a dominant part in providing finance 
for industry. Nevertheless, such data as are available show 
that thev still continue to function as important interme¬ 
diaries. Two surveys conducted by the National Council of 
Applied Economic Research, New Delhi, throw some light 
on the present situation. The Council found that, in L 58, 
in the Bombay region, managing agents still contributed -0 
to 35 per cent of the total subscribed capital of the companies 
managed by them. In the Calcutta region, the percentage 
was 17, but this was with reference to the paid up capital. 

As regards the relative contribution of managing agents 
in the provision of loans and advances to managed companies, 
the Council selected two samples of public limited companies. 
The first included all the 84 largest managed companies, 
each with a paid up capital of Rs 75 lakhs or more. The 
second was confined to middle-sized companies, i.e. those 
with a paid up capital between Rs 10 and Rs 25 lakhs. The 
former accounted for 41.1 per cent of the paid up capital of 
all companies so managed and the latter 45 per cent of the 

i Sec a No D. K Dnti, Industrial Management in India, Calcutta, 1955. 
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paid up capital. These studies covered the year 19 d 6 and 
showed* that (a) in the case of large-sized companies more 
than 70 per cent of the secured bank loans, and, in the case 
of middle Sized companies, more than 50 P- «nt o such 
loans were guaranteed by managing agents, (b) even in re 
gard to unsecured loans from banks 31.5 per cent andI 28 4 
nrr cent respectively were guaranteed by them, and (c) direc 
[oa “ b; managing 7 agents formed only a sma ^portion 
fl 3 to 7 per cent) of the total working fund. It \%as sigmt 
ic^nt however that even in respect of loans and advances 
made bv the Industrial Finance Corporation of India and 
the State Financial Corporations, the managing agents con¬ 
cerned had to act as guarantors. And, in Bombay and Ahme- 
dabad fixed deposits continued to flow in from the public, 
largely in response to the personal standing and cred.t of 

well-known managing agency firms. 1959-60 

A limited enquiry made by the present writer in 1JM w 

also rehdbrccs tie conclusion that the managing agency sys- 

“VoVid.«.t« 

tion with industrial undertakings. 





Chapter V 

MANAGEMENT BY MANAGING AGENTS 

Functions of Managing Agents 

Broadly speaking, managing agents in India have per¬ 
formed three important functions. Firstly, they have pioneered 
new industries, and played the role ot promoters: they dis¬ 
covered an industrial proposition, assembled the ingredients of 
the business, and finally procured the funds necessary to put 
those ingredients into operation. Secondly, they have provided 
the finance required for industries in respect of both fixed 
and working capital. Finally, they have performed the 
day-to-day management of industries—a work that is 
performed in other countries by a manager or a managing 
director. 

Regarding their work as pioneers and promoters, it is 
universally acknowledged that they have been more or 
less instrumental in developing many of the industrial enter¬ 
prises in India. They brought into existence a means of pro¬ 
ducing wealth which had not existed before. In due course, 
however, managing agents were definitely pushed into the 
background in so far as their pioneering and promoting 
activities were concerned. This happened for three reasons. 
Firstly, not every managing agent could claim the ability, 
experience, or resources of the great business houses by which 
the system was founded, although every agent, whatever his 
capacity for fulfilling the functions of managing agents, had 
benefited by the tradition, and to a large extent owed his 
existence to it. Secondly, with the progressive industrializa¬ 
tion of India, the range of pioneer enterprises became steadily 
restricted. New enterprises were started on the model of older 
ones already in existence, and the problem became one more 
of management and finance than of pioneering. Finally, and 
this is perhaps most important, very slowly and steadily 
there grew up a separate class of entrepreneurs who did 
not always belong to the established ‘firms’ of managing 
agents and who, therefore, preferred to do the major work 
of promotion themselves, although they found it convenient 
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and useful to consult managing agents or banks. 1 

As to the part played by managing agents as providers or 
guarantors of finance, we have seen in the previous chapter 
that but for them many of the industrial enterprises of today 
would have been non-existent. They bridged important gaps 
in the financial structure of industry and enabled it to continue 

its slow but steady career of development. 

Finally, we come to the role of managing agents as mana¬ 
gers of industry. It is this aspect of their work that has been 
subjected to the bitterest criticism from the public, and it 
would, therefore, be proper to analyse in detail their duties 
as managers of industrial enterprises and to consider how 
far they have abused their position as trustees and managers. 


The Dominance of the Managing Agency System 

It is interesting to note in this connexion that the system was 
found to be so ‘convenient’ by our industrial entrepreneurs 
that it almost became the ‘rule’ to entrust the management 
of companies to firms of managing agents. Sometimes this 
was entrusted to old and well-established firms, but more 
often, when new industries were started or new companies 
were floated, managing agencies were formed by the pro¬ 
moters and their friends and specific ‘agreements were si 
between one of these firms and the first Board of Directors 

even before a company had started functioning. 

mal hold of the managing agency system on industnal ent - 

prise in this country becomes evident when a c0 ™P ans 
is made between the state of affairs prevalent in 1935 an 
that subsisting in 1955. The percentage oficompanies mai a age 
by managing agency firms increased from 75 in J 0 
95 in 1956—a considerable rise, particularly when it is bor 
in mind that during this period the entire system a c 

in for a good deal of public criticism. 2 

The Indian managing agency system has ccn unl fl » 
having no counterpart elsewhere. The nearest a PP r ° ac 
the system is the Group System of administration in ic g 

1 Memorandum of the Bombay Shareholders Association on 
Companies' Act (Amendment) Bill. 1936. _: vrn in the 

•These percentages have been worked out from the p authoritative 

Investors' India Year liook tor 1935 and 1956 respecuvely-an authoritative 

publication by Messrs. Place, Siddons k Gough of Calcutta. 

6 
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mining industry in South Africa. Of late, however, certain 
traits of the managing agency system have been introduced 
in management practices in the U.K. and the U.b.A. In 
the U.K., in certain categories of industry (e.g. shipping), 
the companies are managed by ‘managers’ or ‘agents’, under 
managing agreements somewhat similar to managing agency 
contracts. In the U.S.A., a holding or controlling company 
becomes interested in a number of concerns, to whom all 
sorts of technical and financial advice are regularly provided. 
The key positions in the companies are held on the nomina¬ 
tion of the holding company which receives a fee based on 
gross revenues or net profits, for the various services 

rendered. 1 r . , 

The dominance of managing agents in the sphere ot indus¬ 
trial activity in India has been due to certain special circum¬ 
stances. Firstly, in many industries, the managing agents 
themselves or their friends held substantial blocks of shares. 
In the cotton textile industry of Bombay, the percentage of 
shares held by managing agents was, on an average, 40 to 
60 and in exceptional cases it was as high as 90. In the 
jute mill and coal industries also, managing agents or 
their friends held an important percentage of shares in 
the concerns they managed. Secondly, control was secured 
by managing agents as the principal creditors (or guarantors 
of credit) of the companies managed. Sometimes managing 
agents were the largest debenture holders, having charges on 
the assets and undertakings of the companies. Thirdly, even 
when managing agents did not hold any substantial percen¬ 
tage of shares in their concerns, they were assured of 
control because the majority of shareholders, being distrib¬ 
uted over long distances, were unable to unite effectively 
against their dictatorial management. Fourthly, although the 
managing agency system had been in existence in India for 
well over a century, the Indian law relating to companies 
did not curtail their activities until 1936, and consequently 
many managing agents could do a lot of things without ac¬ 
tually transgressing the provisions of the law. Finally, and this 
is most important, managing agents secured enormous control 
by means of their written agreements. 

1 George T. Trundle (Ed.) , Managerial Control of Business, New York, 1954. 
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Managing Agency Agreements 

Managing agency agreements have come in for a good deal 
of criticism in recent years and hence it is important to ana¬ 
lyse what they imply. A managing agency agreement is 
strictly speaking, a written agreement between a firm of 
managing agents on the one hand and an industrial concern 
(a partnership or a joint-stock company) on the other by 
which the former undertakes to ‘manage’ the concern in re¬ 
turn for a certain office allowance, with or without some com¬ 
mission on sale, output, or profits. 

Until 1936, these agreements were of two kinds—termi¬ 
nable and non-terminable. In Bombay and Calcutta a mana¬ 
ging agency agreement was usually fixed for a specified initial 
period, at the end of which the discontinuance of the agree¬ 
ment was dependent on an extraordinary resolution of the 
company to that effect. The usual period m Bombay was 
from 30 to 40 years, while in Calcutta it was from 10 to 20 
years. The majority required for an extraordinary resolution 
was invariably three-fourths in Calcutta, while in Bombay it 
was often as high as four-fifths, and sometimes even five- 
sixths, including in some cases a provision to the effect that 
a specified minimum of paid-up share capital should be rep¬ 
resented. In Ahmedabad, on the contrary, with hardly any 
exception, the agreements were subject to no time limit and 

more or less permanent and non-terminable. 1 

As these managing agency agreements were outside the 
purview of law until the passing of the Indian Companies 
Amendment Act of 1936, they tended to be very arbitrary 

and autocratic—particularly in Bombay and Ahmedabad. 
Thus, the Ajit Mills, Ltd., Ahmedabad, started in 1931, 
appointed agents who were the sole managing agents anc 
were non-changcable, non-removable, and permanent sccre 
taries, treasurers, and agents. The New National Mi s, a so 
of Ahmedabad, by their agreement with the managing a S CI1 ^> 
provided that the appointment of the agents was not liable 
to be revoked or cancelled on any other ground except t eir 

voluntary resignation in writing. 2 

The Act of 1936 introduced certain important changes 

1 Indian Tariff Board, Report on the Cotton Textile Industry Enquiry, 1932. 

* Ibid. Vol. II of Evidence and Memoranda. 
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regulating the managing agency agreements. For the first 
time, managing agents were brought within the pumew o 
the Act, and a complete set of new sections was introduced 
defining their status and also their rights and liabilities. The 
Act defined a ‘managing agent’ as ‘a person firm or com¬ 
pany cntided to the management of the whole affairs of 
company by virtue of an agreement with the latter, an 
under the control and direction of the dnrectors except to 
the extent, if any, otherwise provided for in the agreement, 
and includes any person, firm or company occupying such 
position by whatever name called.’ The special clause, deal- 
ing with managing agents were, however, so framed that y 
did not destroy the system, but continued it with reasonable 

Sa The very definition of ‘managing agents’ removed the men¬ 
ace of their usurping all residual powers to themselves: it 
was no longer possible for them to maintain that they were 
not subject to the control of the directors. Much more far- 
reaching, however, were the provisions relating to the dura¬ 
tion of appointment, and the duties and liabilities of the 
managing agent. It was provided that all new appointments 
of managing agents were to be for a period not exceeding 
twenty years at a time, and even in the case of existing agen¬ 
cies, notwithstanding the terms of their agreement or any 
provisions in the Articles, their period of office was to come 
to an end after twenty years if it did not automatical y 
come to an end earlier within that time. Secondly, it was 
provided that, notwithstanding anything to the contrary con¬ 
tained in the Articles or the agreement, a company might 
remove a managing agent if he was convicted of certain crim¬ 
inal offences. Moreover, in general, the appointment, dismis¬ 
sal or variation in the terms of appointment of managing 
agents was made dependent upon the approval of the share¬ 
holders, and it was specifically provided that a change or 
assignment of his remuneration or any part thereof effected 
by a managing agent would be void as against the 

company. 

Remuneration of Managing Agents 

The managing agency agreement (or ‘articles of association’ 
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as it is sometimes called) contained a stipuiation regarding 
payment of a certain office allowance, with oi^without some 

commission, by the company to the agents. A g 
criticism has been levelled at these stipulations on the ground 
that they were arbitrary, excessive, and unfair. It uou , 
therefore! be proper to consider what these remunerations in¬ 
cluded and whether industry was justified in making thes 

payments to the managing agents. 

Firstly we may take up the so-called ‘office allowance . 

In Bombay and Ahmedabad in particular, a certain fixed 

monthly o! annual sum of money was -variably given o 

managing agents for their head-office expenses. This covered 
“head office accommodation, rent an d 'axes therfon ig-ng, 
fans managing agents’ clerical establishment, share of serv 
ices oT despafch, enquiry and cash departments; in severa 
instances part-time services of a senior accountant and the 
secretarial staff; and, in several cases, all postages, stationery, 
telegrams, and menial staff”. In Bengal, howeve., aerate 

office allowance was not usually ins.sted “P» n > un ^ 
course the managing agents were compelled to appoint 
extra or special staff for the individual requirements of a 
company Many industrial units, however, made a sort o 
‘fractional contribution towards the expenses of a federal 

CO Thc U se 0 cond method of payment was by way of certain 
commission with a stipulated minimum which was payable 
under all circumstances, whether the industrial compann 
made profits or not. This had to be paid, without ««ptm 
by all concerns under managing agency control. The com 
mission was calculated in one or other othree ways. («) on 
production, (i) on sale or (c) on profit In the earlydays ot 

the establishment of the cotton mill industry, co — m 
production (or output) was the vogue The system, however, 

led to over-production and sacrifice of qua i y ' 

as managing agents were always tempted to increase the 

volume of output in order to make higher pro • 
therefore, largely abandoned towards the cos 
teenth century, and the system of commission on profits was 
adopted ‘Of the 71 mills which were members of the Bombay 
MiUowners’ Association in 1928, only one mill paid commission 
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on production; one mill was managed by a managing 
director whose remuneration was fixed by the Board of 
Directors; 8 milk paid commission on sales, and 61 mills paid 
commission on profits.’ The rate was usually 10 per cent on 
profits. In Ahmedabad, however, the commission was cal¬ 
culated on gross proceeds of sales and the rate varied from 
3 to 4 per cent. In the other industrial centres of the cotton 
industry, the most common method was that of a commission 
on output, but there were a fair number which paid com¬ 
mission on sales and a few which calculated it on profits. In 
the jute industry, the majority of the mills paid commission 
on sales, but there were a few which paid commission on 
profits besides a minimum commission and a generous allow¬ 
ance for office expenses. The same was the practice in the 
coal industry. A commission of 1 \ per cent on profits was 
the usual remuneration for managing agents engaged in the 
sugar industry, although, in the case of several companies, 
floated after protection was granted, provision had been made 
for commission on sales, and in some cases for a combined 

commission on sales and profits. 1 

Of the three systems in vogue, there is no doubt that the 
system of commission on profits was the best. ‘The great 
defect of the system of commission on production was that it 
tended to concentrate attention on output rather than on 
quality, but a greater objection to that system was that it 
removed the incentive to the disposal of production at the 
best possible price. These same objections applied, though to 
a lesser degree, to the system of commission on sales. The 
mills which adopted this system, unless they were managed 
by agents who held the majority of the shares, were naturally 
concerned only with getting rid of their production and not 
with the price at which it was disposed of.’ Moreover, where 
the managing agent was paid on production or sales, his 
interest became divorced from that of the shareholders by 
making him reluctant to agree to short-time working even 
though it might be necessary in the interest of the industry 
as a whole: he became interested primarily in the output of 
his own concern and hardly cared to consider the far-reaching 

1 Memorandum of the Bombay Shareholders' Association on the Indian 
Companies’ Act (Amendment) Bill, 1936. 
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consequences of excessive output in the profit-making capacity 

of the entire industry. a»a that the 

Critics of the managing agency system contended tha the 

remunerations drawn by the managing agents were arbitrary 

and excessive. Apologists of the system however, retoted 

that a managing director would have charged ^ muchf 

not more. ‘Managing agents manage as well as finance wher 

should not have been anxious to get something extra io 
the indirect services they performed by way of securmg toans 
from others or by guaranteeing the loam. Secondly while a 
new or difficult enterprise should always be prepare P J 
more Lr management, the burden of payment should have 
been gradually scaled down, as experience was gamed an 

as industry became well established. Thir y an . ) j 
main objection of critics was not so much to the office allow 

ances and regular commissions paid, but to ccr tam Y 

dev eslthat were sometimes adopted to get add.tiona or 
devices iiiuu that we should now turn. 

Se Th^tat device consisted in calculating the managing 
agent s remuneration on profits before deprec.auon set 

aside. Not only this : very often, in calculating ^ pewOT. 

interest on loans and advances, profits by » « “ "> 

on shares sold, profits on sale, proceeds oforfetedshas 
or profits from the sale of the whole or part of the umkrtaki. g 

in\the company, were not excluded rom gr p > 
the result that the managing agents were able to bite oi^ 

much larger share of the cake than they s iou • 

some instances : in 1921, the Simplex Mi s o., j| 
a premium of over Rs 10 lakhs on the issue of ; addiUonal 

capital, and the managing agents charged commis ’ 

again, in 1935, the Tata Power Co., Ltd., ^uedto.ts sham 
holders as well as sold in the open mar c $ 

which had been previously forfeited for non-pay ’ 

and earned a large amount of premium on the sale of these 
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shares, the managing agents charging their commission on the 
premium so earned. 1 

It has been contended by some apologists of this method 
of calculating commission on profits that it did not by itself 
adversely affect the financial position of the industrial com¬ 
pany, because (so the argument ran) if depreciation and 
other elements were deducted, the scale of commission which 
was normally 10 per cent would have increased and the net 
cost to the company would have remained more or less the 
same. This does not, however, seem to be correct. Firstly, 
many companies charged less than 10 per cent commission 
even after allowing for depreciation, and it could not, there¬ 
fore, be argued that a rate round about 10 per cent on gross 
profits was, so to speak, the absolute minimum. Secondly, 
any attempt to increase the rate to more than 10 per cent 
(when commission was calculated after making certain de¬ 
ductions) would have been resisted, because a rate like 15 
or 20 per cent would, on the very face of it, have seemed 
excessive and exorbitant. 

The second device to get an additional remuneration for 
managing agents was by the method of compensation. If the 
business of a company was transferred during the pendency 
of the agreement to another party, the managing agent had 
the right of continuing in office in spite of the change of 
ownership; in case of refusal, he was entitled to claim com¬ 
pensation. In Bombay, when a company was wound up, the 
managing agent was entitled to claim compensation, accord¬ 
ing to the general practice, on a scale equivalent to the 
commission earned by him during the previous five years, 
and, in individual cases, even a higher rate of compensation 
was claimed. At Ahmcdabad, the general practice was to 
claim compensation at a rate ranging from five to seven 
times the average annual commission earned by the mana¬ 
ging agent over a period of five years. In the latter place, 
sometimes the managing agent was entitled to compensation 
even if the agency had been terminated by mutual agree¬ 
ment. On the other hand, in Calcutta, there were no agree¬ 
ments containing a provision for the payment of compensation 
as in Bombay and Ahmedabad. Even in those few cases 

1 ibid. 
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where provision existed for compensation, it was expressly 
provided that such compensadon would be payable only it 
the winding up took place at the instance of a party other 
than a creditor, and the amount payable would be mu¬ 
tually agreed upon, failing which it might be sett e y 

arbitration. . , . 

A third device to get additional remuneration was by in¬ 
serting clauses in the agreement for supplementary or secret 
profits. In one managing agency agreement there was a re 
erence to ‘every profit, remuneration, and compensation in- 
eluding any profit which they (the managing agents) mi^ 
make as the agents for the insurers of the properties, asse s, 
and effects of the company, and any profit wine t ic\ ml S 
make under any arrangement with the agents o t ie compa 
for selling cloth, yarn or muccadams of the company, 
latter class of profits clearly pointed to the act t lat t 
was an arrangement for some additional (and secret) pi 
in addition to the usual office allowance and commission. 

All these show that although the normal office allowanc ^ 
and commission payable to managing agents were no 
cessive, the special devices resorted to by some managin 
agents to get more out of a company were ot UI \ air 
excessive. The managing agency system came into c lsr ^P _ 
mainly because it had given opportunities to some unsc 
lous (and dishonest) persons to get various in s 0 ' 

remuneration without actually transgressing t u aw rt a 

to companies. . , 

The Act of 1936 sought to tackle the above question ot 

remuneration. It laid down that no managing agent, ap 
pointed after the amending Act came into force, cou s 
pulate for his remuneration anything other than a percen S 
of the net profits of the company, with a provision or 
mum remuneration in the case of inadequacy or a use 
profits, together with an office allowance. Any other form 
remuneration had to be specially sanctioned by the . 
holders. The mode of ascertaining the net pro its was < • 
laid down in detail and a list of deductions (e. g. the usua 
working charges, interest on loans and advances, repairs anc 
outgoings, depreciation, bounties or subsidies received mi 
the Government or a public body, profits by wa> > 
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premium on shares sold, etc.) enforced a reasonable basis 
for the calculation of profits. 

Assignment of Function and Interests by Managing Agents 

Another abuse that had crept into the managing agency sys¬ 
tem was the practice of assignment of functions and interests. 
In Bombay and Ahmedabad, the agreements generally pro¬ 
vided that the managing agent might assign to a third party 
his interests or his duties under the agreement, and for this 
assignment no specific sanction of the directors was required. 
The Indian Tariff Board came across a case in 1932 in which 
the managing agent could assign not merely his interest in 
the profit of the company, but the agreement itself, to a 
third party. This agreement was executed by one of the most 
important managing agency houses of Bombay. To quote 
some specific instances : Messrs. Currimbhoy Ebrahim & 
Sons, Ltd., mortgaged their agency commissions in several 
companies under their control, and, as a result the mortgagee 
acquired considerable influence in the management of the 
affairs of those companies; again, the partners of Messrs. 
Moraijee Goculdas & Co. mortgaged their commission in the 
Sholapur and Moraijee mills with the result that the mort¬ 
gagees acquired undue influence over those mills. Similarly, 
in Ahmedabad, it was not unusual in agreements to provide 
for the right of the managing agent to assign at will not 
merely his interest in earnings but also the whole agreement. 
A usual feature of the system in Ahmedabad was that the 
right to the commission earned by the managing agent was 
divided among several persons holding fractional shares, 
these persons generally being those who had helped the mana¬ 
ging agent in the promotion and financing of the company 
in the early stages. Even in Calcutta, where such sweeping 
rights of assignment without the sanction of the company 
were unknown, there were certain types of agreement in 
which the powers conferred on the managing agents could 
be vested in their assigns as well as successors. 

This system of assignment was open to objection for two 
main reasons. Firstly, as a result of these assignments, com¬ 
panies became subject to undesirable outside influence, and 
shareholders became all the more powerless to exercise any 
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irretrievably. 

Inter-investment of Funds by Managing Agents 
Another feature of the managing agency system was the prac- 
dee of inter-investment of funds among companies under 
T same agents. This was prevalent in the cotton textde 
ndus"™ of Bombay and Ahmedabad, but it was not confined 
"o tha? industry a'lone. Almost all industnes managed by 

m Tntfrd g nve!tment h too C k two* “surplus funds raised on 
the credh o one company would be invested in other com¬ 
panies under the same managing agent, or debentures issued 
Tone c-pany would be subscribed to entirely or 

by other companies in the same group or in companies in 

which the managing agent had an interest. Now ’ w le . 
thing went well, this inter-investment did n° cause any paruc 
ular harm to any of the enterprises. On the one hand, 
comparatively weak concerns profited by this inter-investment, 
on the other! the comparatively strong ones were sat. fied 
because their funds were quickly invested and were at the 
same time (especially when it was a cash investment) easily 
realizable. But over a long period, this practice ^ ,f he 
drawbacks. What really happened was that, aUhcmg 
financial position of an individual company wasstrong, * 
shareholders were often deprived of its benefit by b g 

upon to assist weaker sister concerns w ic serious 

by the same managing agent. Not only did it mvo vc^serious 

unfairness to shareholders of the concern whose funds wem 

thus transferred, but the practice often e o ^ j mve 

tion of thoroughly insolvent concerns w uc closed 

been to the interest of the industry as a whole to have 

down. 

Loans to Managing Agents 

Another far-reaching abuse of the system was the practice 
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of managing agents taking huge loans or advances from the 
companies they managed. The allegation that many mana¬ 
ging agents took such loans or advances was hotly denied by 
the Bombay and Ahmedabad Millowners* Associations before 
the Indian Tariff Board Cotton Textile Industry Enquiry of 
1932, but the Bombay Shareholders’ Association proved in 
1935* with the help of facts and figures, that the evil existed. 
Nor was this evil confined to the cotton textile industry. The 
loans taken by Messrs. Vakil Ankleseria & Co. from the 
Western India Oil Distributing Co., Ltd., brought infinite 
trouble upon the company which was eventually saved only 
by reorganization. The loans obtained by Messrs. J. F. Madan 
& Co. from the Madan Theatres, Ltd., tell a similar tale. 
The function of managing agents is to finance companies. To 
allow companies to finance managing agents is, to say the 
least, fundamentally wrong. Such abuses of the system have 
had far-reaching consequences. Apart from inflicting heavy 
losses on individual companies, their shareholders, and their 
creditors, the general confidence of investors in the integrity 
of managing agents was rudely shaken by these questionable 

methods of ‘management’. 

Restrictions imposed by the Indian Companies ( Amendment ) 

Act of 1936 

Besides prescribing the duration of managing agency agree¬ 
ments and specifying the duties and liabilities and remunera¬ 
tion of managing agents, the Indian Companies (Amendment) 
Act of 1936 absolutely prohibited the practice of giving or 
guaranteeing loans to such agents. The inter-investment of 
funds by managing agents when they had several companies 
under the same management was also forbidden. Similarly, 
the employment of the funds of a company in the purchase 
of the shares and debentures of another company under the 
management of the same managing agent was prohibited. 
Managing agents were also prevented from carrying on, on 
their own account, business which was of the same nature 
as, and directly competed with, the business of the managed 
company. Finally, the practice of managing agents packing 
the Board of Directors with their own nominees was rendered 
difficult by a Section directing that no managing agent should 
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be allowed to nominate more than one-third of the total 

number of directors. , introduced bv the 

These and other extensive chang sections of 

Amendment Act of 1936 were ‘fundamental 

business men at that time as having ^ exis t- 

principle of the sanctity of contract. It wfl>» wa s 
ing contracts were being interfered ™th and a compY 
being prevented from choosing the form of man g 
and also the basis ofremuneration winch ><^=0**^ ‘undue 
the best in its own interests. w [he Act wou ld 

legislative restrictions li e ^ ose: e ^ lendid serv ice to in- 
kiU a system which had rend d P that limiting the 

dustry in the past. It was also sugg Uc in . 

period of managing agency^tyw in India 

adequate, in view of t about ten t0 fifteen years 

fo^any^ind^tr^to^e esta'blishc^ on a profitablyjind^econom- 

1^7 vtnturX'3 ^ retard the industrial develop- 
ment of the country. 2 however, materialise. 

These gloomy prophecies^ did not.^howev ^ ^ ^ 

As we have seen already, eve . ’ „ nrv evstem over 

£ relaxation of the grip of ^ -nagmg agency sys.em^^ ^ 

private industrial enterpnse m this ™nry,^ ^ ma ,. 

further extension of it. It prevented, 

practices which were rampant before 1*» ' vc ^ find 

but business acumen soon got to wor restrictions im- 

ways and means of circumventing ® • nt r C ncy firms 

posed. In not a few instances, many managing agency^ ^ 

sought the assistance of lawyers and an( j means 

company law and, with their help, evisc y t i me 

of keeping within the letter of the law and at the 

1 Circular letter No. 19311936 of 20 ]une 1036. from h»c Renp> CJ| l9 
of Commerce, Calcutta, on the Indian Compan ham , )crs o[ Commerce and 
> Memorandum of the Federation of Ind* • 1936 

Industry on the Companies' Act (Amendment) BM. 
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continued their undesirable practices in a disguised form. 1 

The continuance of this unsatisfactory state of affairs was 
facilitated by the unpreparedness or ineffectiveness of the 
procedure in administering the Act as it stood. Notwith¬ 
standing the amendments made in 1936, the Indian Com¬ 
panies Act had a number of loopholes which became evident 
only as the years passed. ‘Large changes had taken place 
in the organisation and working of joint-stock companies, 
and, over a wide sector that was dominated by new elements 
in trade and industry the character of company manage¬ 
ment had also materially altered. In many cases, conventional 
methods of company management were discarded in favour 
of less orthodox and more venturesome techniques, which 
the existing company law was unable to control adequately. 
But much more serious than the obvious loopholes was the 
inadequate and perfunctory manner in which the Act was 
administered. The Company Law Committee had to admit 
that the Indian Companies Act was perhaps the most under¬ 
administered of all the Central Acts relating to trade and 
industry. 

This was due to a number of facts. Firstly, although the 
legislative and executive authority in respect of the regula¬ 
tion and inspection of joint-stock companies vested in the 
Central Government, in practice the Central Government 
had very little to do with the administration of the Companies 
Act. They were content to delegate all their functions under 
the Act, except a few, to the Governments of the Provinces 
(later, States). The powers thus delegated were so extensive 
that, lor all practical purposes, the responsibility for the ad¬ 
ministration of the Act had rested with the State Govern¬ 
ments, as if the Indian Companies Act were an Act of the 
State legislatures and not of the Indian Parliament. 2 The 
reasons for such delegation were partly historical, partly 

' Some firms paid fabulous fees lo lawyers and experts for this service, while 
others maintained a separate section, ostensibly to comply with the provisions 
of the Companies Act. but really to find wa>s and means of circumventing 
them. The author himself was informed by some of his lawyer friends how 
very much their services were being sought by managing agency firms mainly 
with a view to helping the latter to remain law-abiding and at the same time 
continue all the 'advantages' previously enjoyed. 

a For a statement showing the nature ami extent of the powers delegated, 
see Report of the Company Law Committee. New Delhi, 1952. 
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constitutional and partly financial. The ****** Govern¬ 
ment must concern itself with the S e °"a only a f ter India 
mic health of the country became fan ^°“y social im . 

attained her independence. As a resu ! ’ alised an d the ad- 
plications of Company law were 7 ., aJ thc ne gative 

ir 

don ^ould'lie‘performed^s"easily by the Provincial Govern¬ 
ments as by the Central Coverninent. , }n adm inis- 

Secondly, on the plea of o Registrars of Joint-Stock 

tration, the power to a P p “ £ Provincia i (State) Govern- 

Companies was delegated interest in the adminis- 

ments. They, however, took very.little merestmthe^^ ^ 

tration of Company law and the posit 

barring Bombay and West Bengal, *» * * j^T-stock 

any full-time Registrars although*^ m .^b rf 

“Tl947 ^ iT all’o her' States, the Registrar's duties were 
performed' by officers of the State Governrnem mjdmon 

iSa^cs in ^ 

the attention of the leaders and those m authoMy* ^ 

towards the need for reform, the org b j f , thc 

ment of joint-stock companies could no longer be 

point at which it stood in 1936. 
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THE NEW INDIAN COMPANIES ACT 
AND ITS ECONOMIC SIGNIFICANCE 

An Historical Retrospect 

Following the English Companies Act -of 1844, an Act 
for ‘the registration of joint-stock companies’ was, for the 
first time, enacted in India in 1850. Under this Act every 
unincorporated company of partners associated under a deed 
containing a provision that the shares in the stock or business 
of the said company were transferable without the consent 
of all the partners, and also every company established for 
some literary, scientific or charitable purpose, which did not 
carry on any business for the pecuniary benefit of any of the 
proprietors or shareholders’ became entitled to registration, 
and the Supreme Courts of Calcutta, Madras and Bombay 
were authorised to order such registration. The privilege of 
limited liability was not, however, conferred on the members 
of such companies. 

Another Act was passed in 1857 ‘for the incorporation and 
regulation of joint-stock companies and other associations, 
either with or without limited liability of the members’, but, 
under this Act, the privilege of limited liability was not ex¬ 
tended to any company formed for the purpose of banking 
or insurance. This latter disability w’as removed by an Act 
passed in 1860. 

It was not until 1866, however, that a comprehensive Act 
was passed 1 affirming the principle that ‘no member of a 
joint-stock association shall be liable for more than the un¬ 
paid portion of his share, and that, in the case of guaranteed 
companies, no member shall be liable beyond the amount of 
his guarantee.’ This Act was recast in 1882 2 embodying the 
amendments that had been incorporated in the company 
law' in England up to that time. 

Between the years 1882 and 1913, five amending Acts 3 

1 Act X of 1866. 

3 Act VI of 1882. 

3 Act VII of 1887, Act XII of 1891. Act XII of 1895, Act IV of 1900 and 
Act IV of 1910. 
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were passed in India, but these related to minor amendments 
only. Finally, in 1913, a comprehensive Act was passed, 
following the English Companies (Consolidation) Act of 
1908. Some minor amendments were made later in the Indian 
Act between 1914 and 1932. 

By this time the situation had become ripe for a thorough 
overhaul of company legislation. Firstly, the Act of 1913 and 
the subsequent amending Acts had not taken into account 
a system which was in vogue in India, but unknown in Eng¬ 
land, viz. company management through managing agen . 
Indian company law had followed the English la "'J ath " 
too closely and remained conveniently silent about this 1 - 
portant economic institution in India. The result was that 
unscrupulous persons had begun to take advanceof the 
loopholes and omissions in the law, and abuses and mal¬ 
practices by some managing agents had become far too com¬ 
mon a phenomenon. Secondly, while in England some modi¬ 
fication!; had been made in the law in the light of expend , 
no corresponding steps were taken in India. In 1926, 
Committee presided over by Mr. Greene, K.c., exanuned the 
existing law and made extensive recommendations, and many 
of thefe were subsequently incorporated with or withou 
modification in the Companies’ Consolidation Act, 1929. 
In <ha however, continued to labour under the antiquated 
Act of 1913 (as amended in a few particulars between 1914 
and 1932) Finally, no serious attempts were being ma c 

study the IndianCompany law from a comparative stand¬ 
point—in the light of the experience of the working o j 
stock associations in other countries. In 1908 and again m 
1911, analyses of the company laws of the United kingdom 
India, Canada, Australia, New Zealand and Soull. Afnca 
were made in England by direction o tie oar > 

but no serious effort was made to secure uniformUy of the 
company laws of the Empire, nor did India «er seek m 
amend her laws in the light of the working o 

law in other parts of the Empire. Tnfl - n Act 

Agitation for removing the defects of t 

1 Act VII ol 1913. r -i t i ir United Kingdom, Indio 

»Comparative Analyses of the Company Law of the Untiea t, 

and the Dominions, 1911 (Cmd. 5864). p. 6. 
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continued ceaselessly after 1930, and at last in September 1934 
the Government oflndia placed a lawyer with experience m 
the administration of company law on special duty to exam 
ine the materials collected and to make proposals for the 

amendment of the Indian law. This lawyer s ^ Po¬ 

lished in January 1935, and his proposals were further dis 
cussed by J a small committee of business experts specially 
convened for the purpose. In this committee tepresentauves 
of diverse interests-Chambers of Commerce, Shareholders 
Associations, Millowners’ Associations, and the Impeenal 
Bank of India—took part and made their siiggeiitions. Ou 
of these proposals and discussions there crystallized a Bill to 
amend the Indian Companies’ Act of 1913 and this wasintro¬ 
duced into the Indian Legislative Assembly by the Law 
Member, the Honourable Sir N. N. Sircar, m March 1936. 
The Bill was considered by a very representative Select Com¬ 
mittee and came back to the Assembly with a number of 
important modifications in August 1936. After tins, the prog¬ 
ress of the Bill was rapid: there was an exhaustive discussion 
on almost every clause of the Bill on the floor of the Assembly, 
but the Honourable Member-in-chargc piloted it 50 ve ^ 
skilfully that it emerged from the Assembly and received t e 

assent of the Viceroy before the end of the year. 2 

The revision of the law in England in 1929 took the form 
of a consolidating Act which completely replaced the Act 
of 1908. In India, however, the form of the Act of 1913 was 
retained and the changes, extensive though they were, were 
introduced in the form of amendments. 3 In the amendments, 
the pattern followed in the overhaul of the English law was 
adopted where the problems dealt with were problems common 
to India and England. There were, however, some special clauses 

_for the first time—for problems peculiar to India herself, for 

example, those connected with the managing agency system.. 

As was well put by Sir N. N. Sircar in the Indian Legis¬ 
lative Assembly, the new Act 4 was based on two considerations: 

> Mr. S. C. Sen, a solicitor of Calcutta. 

3 The Act tame into operation on 15 January 1937. . . . 

3 This was done because there were ’manifest advantages m retaining me 
form of the existing Indian Act with the administration of which the courts 

were familiar.’ , 

4 The new Act dealt with six different problems: (a) mushroom and trauuu 

lint companies; (b) provisions relating to the issue and contents of prospectuses; 
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firstly, that every attempt should be made to make extremely 
difficult the malpractices which had come to light as a 
result of the working of the Act of 1913; second y, t a e 

provisions for stopping these apprehended malpractices 
must not be so unreasonable and onerous as to keep away 
honest men from having anything to do with joint-stock com¬ 
panies. As a matter of fact, the new Act attempted to arrive 
at a mean between two extreme views-one view which 
difficult to shake off from one’s mind, viz that business men 
or, for that matter, any set of men, can be made honest by 
force of statute, and that all possible avenues of dishonesty 
and malpractice can be effectively stopped by legation, anl * 
the other view that nothing can be done thereby a " d hen “ 
things should be allowed to run their usual course. The new 
Act recognized that the management must have some J^dom 
in pursuing its policy, and that it would be unwise to ose a 
sense of proportion about the abuses in which after all o y 
some companies had indulged; it also emphas.sed[ that no 
legislation, howsoever comprehensive, could pos > b J. 
those shareholders who had made up their minds to slumber 
Between 1936 and 1955, there were further periodical 
amendments of the Act, necessitated by the dejeets disclosed 
in the Act and also by the constitutional changes introduce 
by the Government of India Act, 1935. Some further formal 
amendments had to be made when India attained her im ¬ 
pendence and, later, when, in 1950 the institutional status 

of India was changed into that of a Sovereign 

R These C amendments did not, however, meet the situation 
adequately. Several lacunae in the Act of 1913 amended 
by the Act of 1936) and the defects in its admimstra ! md 
enabled some business men and financiers, wit n . 

honourable traditions of service to the common 
and sometimes to pervert the provisions o V 

to serve their private ends, while the absence o any ^ 
and effective organisation for the adrnmis [ a , as ih ’ c 
rendered remedial action extremely difficult. As g 

(c) increased disclosure to sharcholdcrs of^ manage- 

companies and increased rights of iharcholde . . applicable to wind- 

ri rnripcS. as 
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war lasted, the expansive pull exerted by the “onomy 
nn domestic production masked these malpractices, bu 

end of the war brought them to the surface and, eXP °^h had 
to the full view of an increasingly critical public, winch ha 

been already hit hard by the aftermath of the war and w 
thereafter apt to ascribe most of its post-war ills to these 
undesirable practices in trade and industry.’ As a matter of 
fact several Commissions and Committees (e.g. the Fiscal 
Commission, the Income-tax Investigation Co~n and 
the Planning Commission) had drawn P 01nted a ‘“ n “° n ‘ e 
some of these practices. A demand for early reform of the 
company law was, therefore, reiterated by the shareholders 

at well as the general public. .. r 

Meanwhile, a comprehensive enquiry into the '™ rk '^ 
the company law had been made in the U.K.and_ other 

Commonwealth countries. Towards the end of 

II i.c. in 1943, a Company Law Amendment Committee, 

more familiarly known as the Cohen Committee was set up 
in the fomer country with Lord Justice Lionel Cohen as 
Chairman. This Committee submitted a most comprehensiv 
report after a laborious enquiry spread over two years, in 
South Africa, a Commission, known as the Milhn 
mission, also went into the question of company law refo 
in that country and made some important recommendations 
Similar enquiries were initiated in Canada, Australia an 

As a first step, the Government of India appointed in 1946 
Mr. Tricamdas Dwarkadas, as an officer on special duty, to 
indicate fully the lines on which the Indian Companies Act 
should be revised, not only in view of the amended provision 
of the English Companies Act, but also in the light of the 
development in trade and industry since 1936. Between 1946 
and 1947 Mr. Dwarkadas submitted his recommendations in 
three parts, but was unable to complete his assignment on 
account of his other preoccupations. The Government ot 
India thereupon appointed Mr. V. T. Thiruvenkatachan, 
Advocate General of Madras, to carry' out some further studies 
in the matter and advise Government. Mr Thiruvenkatachan 

completed his task in October 1948. . 

The reports of Messrs. Dwarkadas and Thiruvenkatachan 
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were subjected to a detailed departmental scru “> , in th ^ 
old Ministry of Commerce. 1 The proposals formulated as a 

result of this scrutiny were embodied in \^, em0ra " dU ™ t “ 
the Amendment of the Indian Companies Act and circulated 

to all State Governments and organised industrial and co 
mercial bodies in December 1949. Comments and observa¬ 
tions were received during a period of over sue month “ 
1950, running into many hundreds of pages of printed matter 
Thereupon in October 1950, the Government of India set 
up a Committee (popularly known as the Company La 
Committee) with Mr. C. H. Bhabha, a former Commerce 
Minister of the Government of India and a prommen us 

nessman, as Chairman, ‘to consider and report what amend- 

merits were necessary in the Indian Companies , » 

as amended by Act XXII of 1936, with parUcular reference 
to (a) the formation of companies and day-to-day conduc Wj 
their business, (b) the powers of the management 
shareholders, and the relations between them, (c) thejate 
guards required against abuse ol such company prac 1 
the interlocking of directorates, voting control by majority 
interests in company ownership and management, etc., w 1 
might be prejudicial to the public interest, and (d) the mca - 
ures necessary to promote efficient and economic manage men 
of companies.’ The Committee submitted its report to Govern- 
ment on February 29, 1952. This report was very compre- 
hensive in character: it not merely analysed the grow* of 
companies and company law in India, but also made various 
recommendations in regard to the (a) constitution and in 
corporation of companies, ( b ) shares and share capital, ) 
company meetings and proceedings, (d) management ° 
panies—by managing agents as well as managing ,r( - 
or managers, ( e ) accounts and audit, (/) inspection an 
vestigation and ( g ) winding up of companies. 1 J ia ’ 
recommended the setting up of a Central Authority o 
and supervise the administration of the Indian om P‘ 

The Company Law Committee stated that if GoV ?™ Tolis 
accepted their recommendations, these should form 

> Mr. N. K. Majuradar. a former Registrar of Joint-Stock Companies. \Nt 
Bengal, was placed in charge of this work. 
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of a consolidating measure and not merely of an amending 
Bill. Accordingly, they annexed to the Report an addendum 
attempting redrafts of several sections of the Indian Companies 
Act and also drafts of some new sections, based on analogous 

provisions of the English Companies Act. 1 

Government lost no time in acting on the Report, lhe 
Member-Secretary of the Committee was placed on special 
duty to give practical shape to the recommendations in the 
form of a Bill, but the actual draft could not be made ready 
until the middle of 1953, as differences of opinion arose be¬ 
tween different sections of the Congress Parliamentary Party 
as to the extent to which some of the restrictive and penal 
provisions (particularly those relating to managing agents) 
should be incorporated in the Bill. 2 There were some who 
felt that the recommendations of the Committee did not go 
far enough and they insisted on certain additional provisions 
being included. Eventually, a compromise was reached, and 
the Companies’ Bill, 1953, was introduced in the Lok Sabha 
(lower house of the Indian Parliament) on 2 September 
of that year. 3 After some general discussions, the Bill was 
referred to a Joint Committee of both the houses in May 
1954. The Committee held 61 sittings in all, made important 
changes in the original Bill and submitted its report on 

May 1955- 1 

Discussions in the Joint Committee were prolonged, otten 
revealing a wide divergence of views. As a matter of f act > 
out of 49 members of the Joint Committee, as many as 1 
submitted separate notes or minutes of dissent. The Bill was, 
therefore, hotly debated in the legislature and some members 
wanted further ‘improvements’ to be made in the Bill as 
amended by the Select Committee. At a certain stage, t e 


1 For the materials incorporated in this section, the author has drawn freely 
on the Report of tlie Company Law Committee. . 

1 It is interesting to recall that one of the members of the thirteen-member 
Committee (Mr. Mohanlal L. Shah-later. Minister of State in the Ministry 
of Finance in the Central Government) submitted a note of dissent on some 
points, particularly on the sections relating to managing agents. He felt that 
some ot the changes recommended by die Committee 'had overstepped tnc 
practical necessities and requirements of the situation.* (p. 213 of the Com¬ 
pany Law Committee Report). ..... . . i 

’ Hill No. 1GB of 1953. It was a Rill of formidable size, running into 612 clauses 

and 12 schedules. It was the longest Bill ever presented to the Indian Parliament. 

* When it emerged from that joint Committee, the Bill had 619 clauses and 
12 schedules. The final Act consists of 658 clauses and 12 schedules. 
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,. /w. p r) Deshmukh), who was piloting 

Finance Minister (Mr. • • amended by the 

the Bffl, threatened to resign tf theBdl, » t' ubs . 

Joint Committee, were not acc '^ ^ y h ^ weve ^ soon cooled 

tantially without r^^.fjthe controversial clauses was 
down and, after the e houses without much diffi- 

over, the Bill was passed by b °* h °" s “ '' p resident early in 

1956 and Carrie intTforce on flpnl of that year. 

C—»" b»d 

Unlike the earlier Act o , limited objectives as 

social objective which hnute^ .1^ of 

stoppage of malpractices p companies afTcct not 

shareholders. The activities of 30 “J, blic as the 

merely the shareholder but a so thejeneral p ^ 

consumer of the goods an se superimposed over 

the protection of‘social "‘f^^dheedy interested: 
the rights and pnviieges oo ^ organised undcr joint-stock 
private industnal enterp > , genera l pattern of State 

companies, had to be fitted into the gen. - ^ 1936 . A n 

policy, which had undergon policy, as embodied in 

important directive principle “ P y shah so direct 
the Constitution of India was system do es 

its policies that the op wealth and means of pro- 

not result in the conce ^ tr ^ etriment .’ The changes made in 

*e BN in the jdnt Select Commktee stage were in recog 

nition and furtherance of this pnncip . Deshmukh 

Nevertheless, with means and 

himself, company law is pn Y framework for the 

not ends. ‘It attempts to provide a legal Qrganisa _ 

corporate form of business manage to(TP fher in a particular 
tion, capital and labour are brought together m^ P 

form of relationship which cons u acceptance of 

enterprise. While it should be su je rccog mscd stan- 

somc broad social objectives .and ^ compa ny law 

dards of behaviour, the basic pr t0 adjust the 

is to consider to what extent it 1 P form 0 f busi- 

structure and methods of the co P an intc grated 

ness management with a view to 
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pattern of relationship as between promoters, investors and 
managements.’ 1 

According to Mr. C. D. Deshmukh, the new Act sought 
to secure the following: (a) the efficiency of corporate busi¬ 
ness should be increased; ( b ) managerial efficiency should be 
reconciled with the legitimate rights of investors; (c) the 
interests of creditors and other partners in production and 
distribution should be duly safeguarded; and ( d) the attain¬ 
ment of the ultimate ends of social policy, including labour 
relations, should be helped and not hindered by the manner 
in which the corporate form of business is conducted. This 
balancing of private and social interests is not an easy task 
in any country. In India, it was rendered more difficult by 
the complicated nexus of relationship which had been built 
up over the years between the promoters, the investors and 

the management of a company. 

In the light of the above facts and circumstances, we shall 
now try to assess the economic significance of the changes 
introduced by the new Act in so far as they have a direct 
bearing on industrial enterprise in this country. • 

Managing Agents and Restrictions on their Powers under the New Act 

As we have noticed already, the most important (and the 
most controversial) portion of the Act was that dealing with 
managing agents. The very first clause in this part stated 
that the Central Government might, by notification in the 
official gazette, declare that, as from a specified date, all 
companies in certain classes or types of industry' or business, 
shall cease to be managed by managing agents at the end 
of three years from the specified date or on 15 August 1960, 
whichever was later. A second clause said that, after the 
commencement of the Act, a managing agency' company 
should not be managed by another managing agent. In all 
other cases, the appointment or re-appointment of managing 
agents by a company must be approved first by the company 
itself at a general meeting and then by’ the Central Govern¬ 
ment. Even here, Government could withhold its approval 
until it was satisfied that (a) it was not against the public 

1 Lok Sabha Debates, Vol. IV, No. 55, speech of Mr. C. D. Deshmukh on 
28 April 195-1. 
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interest to allow the company to have a managing agent 
and ( b ) the managing agent proposed was, in its opinion, a 
fit and proper person to be appointed or re-appointed as 
such and the conditions of the managing agency agreement 
proposed were fair and reasonable. Then there were the 
further provisions that {a) after the commencement of the 
Act, when a managing agent was appointed for the first time 
it should not be for a period of more than 15 years and ( b) 
in cases of re-appointment, it should not be for a period of 
more than 10 years at a time. 

Restrictions were also imposed on the number of companies 
on which a person could serve as a managing agent : after 15 
August 1960, no person was to hold office at the same time 
as managing agent in more than ten companies. As regards 
existing managing agents, it was stipulated that the term of 
every managing agent should terminate on 15 August 1960, 
unless he was re-appointed for a fresh term before that date 
in accordance with the provisions of the Act. There were also pro¬ 
visions for automatic vacation of office by a managing agent 
if he was adjudged insolvent or had been convicted for any 
offence and sentenced to imprisonment for a period of not 
less than six months. In cases of fraud or breach of trust, or 
of gross negligence and mismanagement, a managing agent 
might be removed from his office by a resolution of the man¬ 
aged company. Finally, it was laid down that a transfer of 
his office by the managing agent should not take effect unless 
it had been approved both by the company and by the Cen¬ 
tral Government and that, after the commencement of the 
Act, managing agencies should not be heritable. 

As regards remuneration, the Act said that a managing 
agent should not ordinarily be paid, by way of remuneration, 
any sum in excess of 10 per cent of the annual net profits of 
rr*? company and that additional remuneration 

_ cr, - i if such payment had been sanctioned by 

f u r . CS ® ut * on °r the company and been approved by 

tLaV , 0vcmment a* being in the public interest.* 

• C a ° placed restrictions on the powers of mana- 
gng agents, lhe managing agent of a company was to 

this purpose* 1 * 0 la ' d d ° Wn in dcUil how ' nct profits’ were to be calculated for 
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exercise his powers subject to the superintendence, control and 
direction of its Board of Directors and subject also to the 
provisions of the memorandum and articles of the company. 
Restrictions were also placed on (a) the grant of loans to 
managing agents by the managed company, (6) the grant 
of inter-company loans under the management of the same 
agency firm, (c) purchase by a company of shares etc. of 
other companies in the same group, {d.) engagement by a 
managing agent in business competing with the business of 
the managed company, and severe penalties have been pres¬ 
cribed for contravention thereof. 1 Finally, further restrictions 
were imposed on the right of the managing agent to appoint 
directors : he would now be able to appoint not more than 
two directors where the total number of directors exceeds 
five, and not more than one director where the total number 
does not exceed five. 

These various restrictions were assailed by some as ex¬ 
tremely harsh, by others as grossly inadequate. The 
former school of thought was represented by business men 
and industrialists and also by a section of economists: 
the latter by the more radical parties and by another 
section of economists. Let us examine, as objectively as 
possible, the arguments put forward by these two schools of 
thought. 

As was pointed out by the former, the Act went far beyond 
the original recommendations of the Company Law Com¬ 
mittee. That Committee had given the matter very careful 
thought from every conceivable angle and had definitely 
stated that ‘under the present economic structure of the 
country, it would be an advantage to continue to rely on the 
managing agency system-Shorn of the abuses and mal¬ 

practices which have disfigured its working in the recent 
past, the system may yet prove to be a potent instrument 
for tapping the springs of private enterprise.’ The Act, how¬ 
ever, while not openly and expressly abolishing the system, 
introduced provisions of a sweeping character which might 
‘lead to its virtual abolition’. ‘The psychological effect of 
these provisions would prove to be far more disastrous to 

1 Some of these restrictions were already in existence in the Amendment Act 
of 11*36, but they were further tightened up in the Act of 1956. 



managing agents’ powers under the new act 


107 


the economy than the physical effect of the P^^’po^r- 

Act bears the mark P re “ nce ^ d ‘ d e ea dea 0 f gradually 

ful political elements obsessed with the id g ^ 

abolishing the system, but the P r0 ^^ manage rial organ- 
to solve is that of an alternative system is 

isation to replace the managing agen • ved b y t he 

indispensable in the present circums an notified in- 

fact that it has been found ™ry to allow m non^, 

dustries the appointment of Seer cnt differ 

whose functions, powers and te m P j s not 

only slightly from those of managing ’^working of all 

advisable to place needless restric 10 nrac ti ces of a f ew • 

joint-stock companies because o t c P . h - t he mana- 

.... If the Government are toer some alternative 

ging agency system, they should ry 

system of management.’ 2 who thought that 

To these arguments the reply of ^ (in s0 far as 

the provisions of the Act did n g * thc cap ital mar- 

managing agencies are c0 "«me ) w ^ ^ thcrcfore , 

ket was much more developc . t in the absence 

be difficult to raise capital from the market ^ & of 

of the managing agency syste . Y dustrial feudalism m 
life to a system which was a re r i„ mncd ?3 As regards 

the countiy and already stood seffi-condemned . 8 the 

the argument that the Act had gone much furUte^ ^ ^ 

Company Law Committee had .uncertain significant and 
obvious reasons, the reply was t SD hcre of industrial 

quite large-scale developments in ^ brought 

management of finance had taken p ^ cntry of thc State 
about by the impact of planning industrial develop- 

in an active role initiating and s P° n *°" g conc i us ions of the 
ment, and these had rendered t , ^ suc h, they 

Company Law Committee quite out * t onerous, 

argued, not only were the restrictive provisions 

but positively half-hearted and weak. 

. Observation, rnabc b y Mr. N C. Kara^Ur on .bo ot .be Join. 

d s ° 7 ; 

Report of the Joint Committee on the »®P v . K. DhatfC. B. C. Olm 

•Note of dissent by Messrs. M. S - G, ' rU ^? nt Smittcc on the Compan.cs 
and Amjad AH on the Report of the Joint ^ 
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The Managing Agency System Today 

After five years of working of the Act, it is now possible to 
say that, despite all restrictions and regulations, the managing 
agency system has ‘managed’ to survive. In all fairness to 
the framers of the Act, it must be stated, however, that they 
never intended to ‘end’ the system: they merely wanted 
that it should function under proper control and regulation 
by the Government. 1 

Let us make a rapid survey of the balance sheet. When 
the Act came into force in 1956, many people thought that, 
in so far as the managing agency system was concerned, it 
was the beginning of the end. The supply of industrial finance 
was no longer the monopoly of managing agents. The finan¬ 
cial gap, if any, was being successfully bridged by a number 
of special institutions. Moreover, thanks to the climate created 
by the massive expenditure undertaken by Government to 
develop the country as quickly as possible, investors had 
shed their proverbial shyness and it was no longer difficult 
for a really sound concern to get the requisite funds through 
public subscription. It looked as if there was no raison d'etre 
for the survival of the managing agency system. 

The present author, however, never shared this gloomy 
view. Writing immediately after the Act of 1956 came into 
force, he had remarked as follows: ‘While it would be foolish 
to dogmatise on an issue of this kind, no such adverse conse¬ 
quence is likely to follow merely as a result of the restrictive 
provisions of the Act. It is true that, under the new scheme 
of things, managing agents would no longer be able to make 
the high profits they were making so long. But the maximum 
still permitted (viz. 10 per cent of net profits) is a sizeable 
remuneration and will continue to attract private enterprise. 
Secondly, the provisions of the Act relating to Secretaries and 
Treasurers afford an opportunity to existing managing agen¬ 
cies to transform themselves into these more acceptable 
functionaries. It is true that Secretaries and Treasurers would 
be entitled to only 7 J per cent of net profits as remuneration; 

Rill- Similar views were expressed—but in much stronger language—bv Mr. T. 
K. Chaudhuri in a separate note of dissent. 

1 Vide the speech of Mr. Lai Bahadur Shastri, Commerce &: Industries Minis¬ 
ter of India, while introducing the Companies (Amendment) Bill. 1959. in 
the Lok Sabha* 
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they would have no right to appoint directors and lastly 
they would have no right to sell goods manufactured by a 
company nor purchase machinery, stores or raw matenals 
nor made in them. These, however, are minor curtailments of 
existing privileges and are not likely to have any advene 
effect on the 'ssence of the system. 1 The autho‘ K h PPV 
to record that his forecast has turned out to be substannally 

“'Themost vital section in the Act, affecting the continuance 

of the managing agency system is Section 324 under whic 

™ r““ w “ rssSf a 

Company Law Committee s rcconimcndation^^,^ ^ ^ 

known, it was added by t e J°*n , d for immediate 

Parliament to placate the “ernment framed 

abolition of the system. Since tncn, hasty 

Rules which provided ample safeguard against J J * 
action. These Rules laid down - detad the ftetors^ ^ 

considered ^J«Ta Committee of Enquiry had Erst 

m^r’^^on and ^ 
lines along which the 0 >mmntee ! considcrat ion of 

quiry were also prescribed. , importance 

the nature and present state of Chances 

in the national economy, its u P’ j. management, 

of its continued growth under other for w *' ® of thc 

and the financial standing, recor a " ^fter the Corn- 

companies managed by managing g * cnt was to refer 
mittec of Enquiry had reportc , w lhch in its turn, 

the matter to its Advisory omrrn s . ’ c ovcrn ment 

could hold a further enquiry and hen advise^ & 

on thc necessity for, and advl ^ a 1 J f ’ thc Commission of 
tion. Even so, the recommendations of ^ ^ mandatory; 

Enquiry and the Advisory Comm • modify them. 

Government might, if it so chose, rejc 

1 Vide thc Second Revised Edition of the author's In^trial En,cr t >n 
India, published in April, 1956. 
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So far, Government has not found it necessary to assume 
the powers under Section 324, because it has ample powers 
under Section 326 which requires that the appointment of a 
new managing agent or the re-appointment of an old agent 
must have its prior approval. During the period 1 April 
1956 to 15 August 1960, Government gave its approval 
to about 1,345 such applicants. Although this figure is less 
than half the number of managing agencies that were in 
existence in 1954-55 (the exact number on this date, accord¬ 
ing to the Department of Company Law Administration, 
was 3,944), the very fact that Government did accord its 
approval in so many cases (and some more are said to be 
still pending) indicates that it was not unaware of the im¬ 
portance of this specialised organisation in the economy of 
the country. 

It cannot be denied, however, that since 1956, managing 
agents have been subjected to various statutory regulations 
and restrictions. For example, in an extension of the principle 
that only ‘fit and proper’ persons should be allowed to func¬ 
tion as managing agents, even in existing agreements which 
have been, or are being , renewed, the heir or devisee of the 
managing agent is permitted to hold office only if the Govern¬ 
ment is satisfied that he is a fit and proper person. 1 The 
requirement of Government approval to any transfer of office 
by managing agents and the provision that no resignation 
should be permitted until the managing agent has submitted 
certain documents to the Board of Directors and the latter 
has accepted them as satisfactory, have also provided a salu¬ 
tary check on trafficking in managing agency rights. 

The most important check has been that on the remunera¬ 
tion of managing agents. It may be mentioned here that, 
even before the Act of 1956 was passed, Government had 
come to regard 10 per cent of the net profits as the ceiling 
for the remuneration of managing agents. Although this 
ceiling has been rigorously enforced by Government, it has 
not led to a wholesale winding up of this form of corporate 
enterprise. The managing agency system appears also to 

1 The Act prohibits the inclusion of any provision for succession to office by 
inheritance or devise in the case of new manaping agency agreements pertain¬ 
ing to public companies and private companies which are subsidiaries of 
public companies. 
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have survived a further shock in 1959, when Government 
introduced a slab system of remuneration. Under this system 
the remuneration of managing agents would be according 
to a sliding scale ranging from 10 per cent of net profits to 
4 per cent, the percentage remuneration declining with 

crease in the absolute amount of net profits. 

It would be interesting to note in this connection the results 

of some studies recently conducted by the Reserve Bank o 
India in regard to managing agency remuneraUon. The stu 
ies relate to the years 1955, 1956, 1957, 19o8 and 1959 
and cover some 700 public limited companies ■ Although 
the coverage for the four years is not in respect of identical 
groups of companies, and although the figures of managing 
agency remuneration do not include earnings from other 
sources such as sale or purchase of goods and supply of 
services, the progressive decline is significant. 


Managing Agency Remuneration Percentage of Profits 

before Tax 


Year 

1955 

1956 

1957 

1958 

1959 


No. of Companies covered 
749 
736 
690 
665 
630 


Percentage 

14.3 

11.2 

11.5 

9.9 

9.1 


What then is the future of the managing agency system 
The Act of 1956, by itself, imposed no obligation on Gove - 
ment to arrive at any decision regarding the future 
system. Section 324 merely provided the instrument throug 
which such a decision could be implemented, if and when it 
was made. The fact remains, however, that although the 
Companies Act Amendment Committee suggeste in ^ d ia 
Government should formulate a definite policy y J u k u ^ 
I960, it has not done so. It is obvious that Government s 
attitude in this respect is pragmatic: unless somet ing un ore 
seen happens, managing agents will continue to p ay t leir 

part within the framework of the Act. 

As has been aptly pointed out by the National ounci 
of Applied Economic Research, New Delhi, the advantages 
of the system, as well as its popularity, are derived irom tie 
1 Monthly Bulletins of the Reserve Bank of India, Bombay. 
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current shortages in the economy. With such changes as the 
growth of a managerial class and the development of special¬ 
ised agencies for financing and promotion, the coverage of 
the system is bound to shrink. 1 On the other hand, it is 
evident that managing agents still make a significant contri¬ 
bution in two directions: (al provision of risk capital to 
managed companies both from their own resources and by 
attracting savings through the capital issues market, and 
(b) expansion of existing enterprises under their management. 
The managing agency system has still an institutional role 
to play in the effective performance of the private sector. 2 

The story of the last five years points to a significant moral, 
viz. that entrepreneurs in India as represented in the mana¬ 
ging agency firms have shown themselves capable of a resil¬ 
ience which has confounded their friends and critics alike: 
they have been able to rise to every new challenge which has 
been thrown at them. 

Directors and Limitations on their Powers under the Act 

The second important set of provisions in the new Act were 
those relating to Directors and their powers. The safeguards 
relating to managing agents had been provided because many 
of them took undue advantage of their position as managers 
of industry. While there were no malpractices on a similarly 
large scale by the Boards of Directors of joint-stock companies 
in India, cases had occurred where some directors tried to 
monopolise the Board for themselves, and also managed their 
concerns inefficiently or dishonestly. Provision was according¬ 
ly made in the Act designed to give the shareholders some 
ultimate control over the Board of Directors. 3 

The new Act prescribed that public companies should 
have at least three directors and private companies which 

1 For example, of the 1,356 nnr companies registered during the period 1956- 
57 to 1959-60, only (iftv went in for the managing agency form of management. 

2 Vide National Council of Applied Economic Research. The Managing 
Agency System. New Delhi. 1959. Although this study was undertaken at the 
instance of the Federation of Indian Chambers of Commerce and Industry. 
New Delhi, the Council made an objective and independent analysis of its 
own and many of its observations did not fall in line with the declared policies 
and objectives of the Federation. 

3 It would be interesting to recall that the Amendment Act of 1936 also con¬ 
tained several provisions (/D limiting the powers of Directors and (b) enlarg¬ 
ing the powers of shareholders. 
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are subsidiaries of public companies, at least two Only an 
individual, and not any firm or company, could become a 
director. In the case of public companies, and their sub - 
diaries, not less than two-thirds of the total number of direc¬ 
tors were to be persons whose period of office was fiable to 
determination by rotation: and, ever)' year, one r 
was to retire by rotation. In connexion with the election of 
directors, there was to be a separate resolution for each d.rec- 
tor. An interesting provision of the Act was tha for minority 
representation on the Board: the Statute inc u e 
missible provision in the articles of a compan) w e 
less than two-thirds of the total number of d.rec <n », ght 
be elected according to the principle of proportional p 

^ Restrictions were also placed on eligibility to dir ““^‘f„ 
Officers and employees of the company or o 1 ^ 

agents or their subsidiaries, and co-sharers in 1 “ 

agency remuneration, were not eligible for election as direc 

tors in the two-thirds quota reserved for shareholder - P 
on the authority of a special resolution passe a ^ 

notice' as required by the Act. As under ihe old Act und 
charged insolvents, persons of unsound mind and convicts 
were not eligible for appointment as directors. j 0 

An innovation in the new Act was that no 
had attained the age of 65 years coul e a PP t ^ e 

director, unless the shareholders spccifica y app - n _ 

same by a resolution passed after spccia notice. C ctor- 

novation was the ceiling on the maximum num cr 
ships that a person could hold: the ceiling was i lQ 

directorships. Finally, the shareholders were giver i 
remove any director before the expiry of his olhcc. 

The Act imposed several other restrictions on the pvxus 

of directors and the manner in which they were hrcc 

cised. The Board was expected to meet at cas ° . Board 

months. Certain powers could be exercised only by'the Bond 

as a whole. The power to make calls, to issue w hi ( h 

borrow moneys otherwise, to sanction con ra nlurcs 

any director is interested, to invest in shares a 

- * it q \ the method of 

Mn a great majority of the federating Sui« ® ’ C ‘ rcsc ntaiion is in vogue, 
election according to the principle of proportional rq 

8 
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of companies under the same management, to appoint as 
manager or managing director a person who was already 
occupying that position in another company, and to fill casual 
vacancies in the Board—all these powers could be exercised 
only by the Board at Board meetings, and not by any individ¬ 
ual director. Appointments of sole selling agents made by 
the Board had to be approved by the shareholders in a general 
meeting within six months of the appointment. Finally, in 
the case of public companies and their subsidiaries, the direc¬ 
tors could not, without the consent of the shareholders by 
ordinary resolution, ( a) sell, lease or dispose of the whole or 
substantially the whole of the undertaking, ( b ) remit or ex¬ 
tend the time for repayment of any debt due by any director, 
(c) invest otherwise than in trust securities the sale proceeds 
of the undertaking or its property or premises, (d) borrow 
moneys beyond the paid-up capital plus the free reserves of 
the company 1 and (r) contribute to charitable or other funds 
(not connected with the business of the company or the wel¬ 
fare of its employees) more than Rs 25,000 in any financial 
year, or in excess of 5 per cent of its net profits on the basis 
of an average of the three preceding years, whichever was 
greater. 

Under the old Act, loans to directors and to firms and 
private companies with which they might be connected were 
prohibited. The new Act extended this restriction further: in 
addition to the above restrictions, loans to any body-corporate 
the directors of which were accustomed to act in accordance 
with the directions or instructions of any director of the 
lending company, might be made only with the consent of 
the Central Government. 

The Act prescribed a ceiling of 11 per cent of the net prof¬ 
its as the total outgo from a company (public companies and 
their subsidiaries) on account of the remuneration of its 
directors, managing agents, secretaries and treasurers, mana¬ 
ging directors and managers. 2 Managing directors and 

1 Temporary loans from bankers in the ordinary course of business were ex¬ 
cluded for this purpose. 

1 In computing this ceiling, sitting fees given to directors for attending Board 
meeting* are excluded. This ceiling was not intended to apply in the absence 
or inadequacy of profits, but the total outgo in that case must not exceed 
Rs 50.000 pm annum. The Central Government was, however, empowered to 
relax this restriction in appropriate cases so as to permit a higher remunera¬ 
tion. 
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directors in the wholetime employment of a company might be 
remunerated at a percentage of the net profits, but such per¬ 
centage was not to exceed 5 per cent where there was only 
one director and 10 per cent in the aggregate where there 
is more than one such director. Other directors whose remu¬ 
neration did not include any monthly payment might be 
paid a commission on the net profits of the company, pro¬ 
vided this was authorised by a special resolution of the share¬ 
holders, and the total outgo from the company on this account 
did not exceed one per cent of the net profits where the com¬ 
pany was managed by a managing agent, managing direc¬ 
tor, manager, secretaries or treasurers or a wholetime director, 

and three per cent in other cases. 

The scheme of company management as envisaged under 

the new Act was that the immediate responsibility for en¬ 
suring that the management was conducted in accordance 
with the provisions of the law should be on the directors. 
Accordingly, the Act imposed severe penalties on directors 
for certain defaults. A company directorship, therefore, en¬ 
tailed responsibilities of a much more onerous nature than 

ever before. . , . , 

These limitations on the powers of directors were bitterly 

criticised. It was said that these special liabilities and respon¬ 
sibilities had been borrowed blindly from the English Act, 
but the traditions of company management in India were 
different. It was asserted that they were unnecessarily stringent 
and that they would deter good and reasonable men from 

serving on Boards of Directors in future. 1 

The provisions of the Act which came in for the largest 
measure of criticism particularly from the business com¬ 
munity, were those relating to (a) the right of a minority of 
shareholders to representation on the Board of Directors, 
(b) the prescribing of a maximum age limit of Go years or 
directors, and (c) the ceiling on the total remuneration which 
could be paid to directors, managing agents, secretaries and 
treasurers, managing directors and managers. It was assertc , 
for instance, that minority representation in the manner con¬ 
templated under the Act (under certain circumstances, 

* Memorandum of the Federation of Indian Chambers of Commerce and 
Industry. New Delhi, on the Indian Companies Bill. 
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Government was empowered to nominate directors to re¬ 
present the interests of ‘minority’ shareholders) went against 
all principles of democracy and smacked of the ‘reservation 
of seats for minority interests’ in the political sphere. As re¬ 
gards the prescribing of a maximum age limit of 65 years 
for directors, it was pertinently asked why no such age limit 
was fixed in regard to the appointment of Ministers and 
Deputy Ministers under Government. 1 Finally, it was asserted 
that the ceiling on the remuneration which could be paid 
even to managing directors, managers and wholetime direc¬ 
tors, coupled with the severe penalties which may be imposed 
on directors for defaults under the Act, would deter many 
honest and peace-loving people from accepting directorship o 
joint-stock companies, and, as a result, management would 
become the poorer. 2 3 

Were these criticisms valid? In the opinion of the author, 
they were not. A careful perusal of the so-called restrictive 
provisions would show that they were enacted in the best 
interests of company management in the country. They merely 
sought to regulate the conduct of directors, and not one of 
the provisions could be said to be unusual. As .the Board of 
Directors was the ultimate authority, it was desirable that its 
duties and responsibilities should be clearly defined, and its 
powers regulated, in the public interest. As was pointed out 
by the Finance Minister in his speech before the Lower 
House of Parliament on 10 August 1955, abuses in company 
management had occurred not merely in companies managed 
by managing agents but also in companies managed by 
directors : hence the need to impose certain restrictions on 
the latter as well. 

As regards the vexed subject of remuneration, it was true 
that the scale of remuneration to be received by managing 
directors, managers and directors was considerably reduced, 
but this has not deterred honest entrepreneurs from coming 
forward to play their part in the private sector. Moreover, 

1 The prescribing of the retiring age of Directors has become a farce. Almost 
all companies have automatically passed the requisite resolutions for re-elect¬ 

ing over-aged Directors, and one is struck by the special pleading made on 
behalf of aged men who ought to retire! , 

3 Memorandum submitted by the Bengal Chamber of Commerce and 
industry, Calcutta, on the Indian Companies Bill. 
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the business community in India cannot afford to consider 
itself a class apart from the rest of the society, 
avowed goal is the establishment of a society in which in¬ 
equalities of wealth and income must be reduced to the 
minimum, no patriotic business man could stand aloof or refits 

to play his part. 

Other Duties and Obligations under the New Act 

The third important set of provisions related to other duties 
Ld obligations, safeguarding the interests of shareho ders 

S d P i cmrs also nJnt, in effect, additional power 

for shareholders, but, besides these, some other specific safe- 

many 

ficant nature in regard to the prospectus. These closely lol 
lowed the provisions of the English law on the ^jecc 
the new Act, the information to be given in the P r0 ^« u * 
was more exiensive than under the old Act; anti,tn add non 
to civil liability, criminal liability up to two years imprison 
ment with or without Rs 5,000 fine was prescribed for^certain 

mis-statements. Among the new items of mformauon to be 

given in the prospectus, mention may be made of the lo 
fng- (a) the prospectus must show the subscribed capital of 
,hc managing agent (where the prospectus is issued, on be 
half of the^ managed company, by a firm of nmnaging.agents) 
,n .he time of opening of the subscription lists should o 
disclosed in the prospectus; (c) the substance of any con . ac 
or arrangement whereby any option or preferenual rights o 
any kind are given, or proposed to be given, "V P™ 

to subscribe for any shares or debentures should also be 

disclosed; (d) in respect of any property to be a qmred 
prospectus should disclose the nature of tht ‘“ lc \ ( nature 

prospectus should give information a out t he ^ g specific 

of every material contract and not nitre y i 

contracts; ( f) in regard to preliminary expenP™ 
pectus should disclose the persons by whom sud expen 
have been, or will be, paid, as also details of the expenses 

of the issue and the persons by whom they wo P » 

in the case of a company which has already een carry . 
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on business, or where it is proposed to acquire a business 
which has been carried on for less than three years, the pros¬ 
pectus should disclose the length of time during which the 
business has been carried on; ( h) if any reserves or profits 
of the company or any of its subsidiaries have been capital¬ 
ised, particulars of the capitalisation should be given in 
the prospectus; and (i) the prospectus should also disclose 
particulars of the surplus arising from revaluation of the 
assets of the company or of any of its subsidiaries during the 
two preceding years, and the manner in which such surplus 
had been dealt with. 

The Act also required reports of accountants and auditors 
to be attached to the prospectus, in regard to certain matters, 
on the lines of the English law. Another restriction imposed 
by the Act in regard to the prospectus was that, if a pros¬ 
pectus was issued which included a statement purporting 
to be made by an expert, the written consent of the expert 
to its issue should be obtained, and, further, the expert should 
be one not connected in any way with the formation, promo¬ 
tion or management of the company. Finally, if the ‘mini¬ 
mum subscription’ was not subscribed within 120 days of 
the issue of the prospectus, then the moneys were to be re¬ 
funded to the applicants within ten days thereafter. 

A major change introduced by the Act—and one that had 
no parallel in the laws of any other country in the world— 
was the restriction on the kind of shares that might be issued. 
The Act did away with ‘deferred shares' 1 or any type of share 
carrying disproportionate rights in regard to voting, divi¬ 
dend or other privileges. There were to be only two kinds 
of shares in the future—equity and preference. All voting 
rights were to be proportionate to the amounts paid up on 
the sharrs. The Act also provided an appellate machinery to 
deal ' ith those cases where a party felt aggrieved by the 
refus:. ( of directors to register a transfer of shares. 

The old Act contained very few provisions in regard to 
shareholders’ meetings. The new Act regulated this matter 
in some detail. The Registrar was given power to extend the 
time for holding the meeting under certain circumstances. On 

1 F.xisting 'deferred shares’ were brought in line with the new provisions 
within a year of the commencement of the new Act. 
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the other hand, the Central Government was empowered to 
direct the calling of an annual general meeting where there 
had been default in holding one. The length of notice re¬ 
quired for calling shareholders’ meetings was increased from 
14 to 21 days; and it was provided that the notice sliou d 
specify not only the date, place and hour of the meeting, 
but also all material facts in regard to any special business 
to be transacted at the meeting. To enable shareholders h - 
ing from distant places to exercise their membership rights 
effectively, the Act permitted even non-members to be ap¬ 
pointed as proxies Further, members having several votes 
were henceforward to be permitted to cast some only; of their 
votes if they so chose, and they were also to be at liberty to 

cast some votes in favour and some against. 

Under the old Act, three kinds of resolutions were recog¬ 
nised in respect of a shareholders’ meeting, i.e. Ordinary 
Resolutions, Extraordinary' Resolutions, and Special Resolu¬ 
tions. The category of ‘Extraordinary Resolutions was abol¬ 
ished under the new Act, and in its place was introduced a 
new categorv called ‘Resolutions requiring special notice . 
In respect of this new category of resolutions, notice ot the 
intention to move the resolution had to be given not less than 
28 days before the meeting. The definition of ‘Special Resolu¬ 
tions’ also underwent a substantial change, the requirement 
now being that the number of votes cast in favour of the 
resolution should be three times the number cast against it. 

The Act introduced several new provisions in regard to 
accounts. The more important changes related to the res¬ 
ponsibility for ensuring that proper accounts were ept, w ic 1 
was now fixed on directors and managing agents. Another 
major change was in regard to the accounting provisions 
relating to holding companies and subsidiary companies. ic 
balance sheets of holding companies were to show not only 
the Balance Sheet, Profit and Loss Account and Auditors 
Report of their subsidiaries, but also several other statements 

and particulars. , 

In regard to audit, the changes made in the Act closely 


1 It may be mentioned incidentally that the matters in regard to which the 
consent of shaididders by special resolution is required are many more un c 
the new Act than under the old Act. 
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followed the provisions of the English law. An auditor, once 
appointed, would, by virtue of the new provisions, get a sort 
of semi-permanence; for it would be extremely difficult to 
dislodge him under the new procedure. Further, the Central 
Government could appoint an auditor if a company failed to 
do so. The auditor was now given statutory right to receive 
notices and other communications relating to general meet¬ 
ings, and speak thereat on matters with which he was con¬ 
cerned as auditor. Finally, the auditor was hencefonvard to 
certify that the Balance Sheet and Profit and Loss Account 
reflect a ‘true and fair view' of the affairs of the company, 
and not a ‘true and correct view’, as hitherto. 

One of the weakest points of the old Act was the laxity of 
provisions relating to inspection. The conditions to be ful¬ 
filled before Inspectors could be appointed were extremely 
difficult to comply with, and the result was that, even in 
cases of gross mismanagement, the shareholders were unable 
to do anything effective and the Registrar was a mere on¬ 
looker. This lacuna was removed in the new Act. Any two 
hundred members could now apply for the appointment of 
an Inspector. Further, under certain circumstances (this is 
wide enough to cover almost all contingencies), the Central 
Government could, on its own initiative, appoint Inspectors. 
The Inspectors were also given wide powers under the new 
law: they could, for instance, where they considered it neces¬ 
sary', inspect the affairs of allied concerns. The procedure for 
launching prosecutions or resorting to other effective methods 
to protect the interests of shareholders was.also considerably 
simplified. 

A Summing-up 

These rather far-reaching provisions gave rise to consid¬ 
erable misgivings among the business community in India. 
It was argued that, in their anxiety to safeguard the interests 
of shareholders, the rights of the directors and managing 
agents had been sacrificed and the door had been laid open 
for harassment by individual hostile shareholders. A close 
analysis of the new provisions shows, however, that they do 
not afford much opportunity to a minority of hostile and 
reckless shareholders to stir up trouble against the manage- 
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ment The provisions may have been slightly ‘inconvenient 
to the management, but they have not made administration 
‘difficult’. Of course, if a majority of shareholders were to 
take up a hostile attitude, then they could make things 
awkward for the management, but if such a state of affairs 
ever took place, it would perhaps be more logical to con¬ 
clude that something was really wrong with the management. 
The experience of the last five years has completely disproved 
the fears of the business community in regard to the possib e 
disruptive powers of a minority of shareholders. Not a single 
instance has come to light in which the legitimate wishes of 
a majority have been thwarted by such a minority. 

On the other hand, what strikes an impartial observer s 
that much of the ‘protection’ given to shareholders exists 
on paper only. Being widely dispersed, shareholders can 

hardlyexercise any effective control on the Board ol Direct0 ' 
As long as they get a reasonable dividend, they arc conte 
to leave decisions to be taken by the Board The number ° 
‘special resolutions’ which are passed at the annual general 
meetings of the various companies without even a si g 
voice of dissent from the shareholders, proves conclusively 
that even the best-intentioncd Act cannot provide adequate 
safeguards to persons who are, by nature, indolent and apa¬ 
thetic. As has been pointed out in the Report of the Dcpa 
ment of Company Law Administration for the year ended 
March 30, 1961, many companies still resort to ‘ngeniou 
ways of diverting company funds to purposes not str cdy 
connected with the business of the company. In add-on 
to the vigilance exercised by Government, there is, therefore 
a great need in the country today for setting up an or & anis. 
to look after and protect the interests of shareholders. 
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ADMINISTRATION OF THE COMPANIES ACT 
Historical Background 

As has been noticed already, the weakest feature of company 
law in this country prior to the enactment of the new legis¬ 
lation lay in the administration of the Act. The Company 
Law* Committee had referred to this fact in pointed terms 
in their Report. ‘We have received numerous complaints from 
the representatives of the business community as well as of 
shareholders and the general public about the inadequate 
and perfunctory manner in which the provisions of the exist¬ 
ing Act relating to inspection and investigation were admin¬ 
istered. Some of them went *o far as to suggest that the Indian 
Companies Act was, perhaps, the most unadministered of 
the Central Acts relating to trade and industry.’ Indeed, the 
memoranda submitted by the various Chambers of Com- 
mcrce to the Company Law Committee pointed out that 
‘even the existing provisions had not been adequately uti¬ 
lised by Government in appropriate cases' and that ‘the 
malpractices which have ensued flow not so much from the 
absence of powers under the existing Act as from the dila¬ 
toriness of their exercise.' 1 As a matter of fact, there was no 
proper Central Authority to administer the Act as it stood. 

Recommendations of the Company Law Committee 

The Company Law Committee, therefore, suggested that a 
Central Authority should be created by statute to administer 
company law. The case for a Central authority w r as based 
on the lollowing considerations. Firstly, the working of joint- 
stock companies has a very close bearing on the economic 
development of the country, and it was not possible for 
State Governments to take that comprehensive view of the 
economic terrain which the Central Government alone could. 
Secondly, the necessity for a uniform policy called for uniform 
administration of the instruments of that policy. Thirdly, the 
historical reasons which underlay the decentralisation of the 


1 Quoted by the Company Law Committee in their Report. 
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administration of the Indian Companies Ac, no longer 
Lastly, the financial argument which, m the past, >nduce 

the Central Government to transfer t l « lr P° prac tice 

to State Governments was neither valid ,n ^ 

nor could this be used as an argument against the setting 

up of suitable administrative machinery^ „ rt , ar : sation for 
The iustification for setting up an effective organisation lor 

confinuously watching the activities of 

was stated thus by the Committee itself ««der hve^pnncipal 

heads Firstly, ‘the law can function only th g 

ulation of precise definitions-definitions not merely of con- 

3E2sSa£ ss 

characteristics that really matter, while the ch intention 

matter may themselves vary from case o . « 

of the law may thus be frustrated, both because it is often 

impossible to include all relevant examples or types « 

because astute lawyers can evade the la ' . 7 ^ ected ’ 
clauses, leaving the real character of a transaction unaftected 

FIcnce the need for continuous watch by prop er Z ° nm&t 

tuted and organised authority. Second y, w V 

‘mT^ S^ tel^L country 

Tot r^ to o7 £ 

always lagged many years behind current practicem com 
pany formation and management. On y an appr P ^ t j ic 

sation, whose function is to maintain a c osc w ODCrat i 0 n 
working of joint-stock companies, can oversee P^ 

of the Companies Act, keep trackof ™ 

* and developments and recommend suitable chang 

ami 'of alertness on the ^ of investors and the genera, 
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public in this country, makes it all the more imperative that 
there should remain in existence an authoritative body to 
keep a continuous watch over company promotion and 
management.’ 1 

Following, therefore, the example of the U.K., where the 
Board of Trade functions as the authority for the control 
and supervision of the working of joint-stock companies, and 
of the U.S.A., where the corresponding functions are dis¬ 
charged by the Securities and Exchange Commission, the 
Committee recommended that a Central Authority should 
be set up in India as well. The Committee then considered 
the advantages and disadvantages of the two alternative 
types of such authority, viz. a Central Department dealing 
with joint-stock companies on the same lines as the Board of 
Trade in the U.K. and a Central Statutory Authority on 
the model of the Securities and Exchange Commission of 
the U.S.A., and decided in favour of the latter. It suggesed 
that the statutory authority should be called ‘The Corporate 
Investment and Administrative Commission’, 2 and that it 
should consist of a Chairman and not more than four mem¬ 
bers who should combine suitable administrative experience, 
practical knowledge of company law and knowledge of 
company finance and accounts. 

As regards the functions of the Commission, the Com¬ 
mittee’s views were that it should (a) carry out such duties 
as might be entrusted to it under the new Companies Act, 
(&) keep the investment markets in the private sector of the 
economy under continuous observation, (c) carry out such 
other functions relating to capital issue control, regulation 
of slock exchanges and any other subject connected with 
the promotion and formation of joint-stock companies as 
might be delegated to it by the Central Government and 
(d) build up a cadre of trained technical and administrative 
staff competent to analyse and study prospectuses, company 
accounts and problems of investment finance. For the field 

i 

1 Report of the Company Law Committee, New Delhi, 1952. 

* This name was suggest*^ because, according to the Committee, the pro¬ 
posed Commission should not merely administer matters that arise out of the 
working of joint-stock companies under the Indian Companies Act, but also 
maintain a close and continuous watch over the investment market 'from the 
earliest stage of the promotion of a company to its management and final 
dissolution/ 
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organisation, the CommiU. —ded 

“me Rebars and adequate staff to support them. 

Central Department aided by Advisory Commusm 

The Bill which was int ™ d ““ d , Authority M recommended 
provide for a Statutory Centra * ut y g [ Committee, 
by the Company Law Conmuttcc. The ^ bele ^ ^ ^ be 

however, considered the matte , ^ ^ ^ fulfilment of 

better to place the r ^ s P° n re k, on the Central Govern- 

the functions under the Act square l y on t in the 

meat. It, therefore, stuck to the ’ ig P 51 H (Act L II of 

Indian Companies (Amendmen ) A t ovision under 

1951) and re-introduced m ‘he jraft B*U P^ Govemment 

p- »»-» 

" f: £ £ d,-. »-J "iSSL”' 

Company Law Commlt CC departmental control would be 
cism. It was argued that < 1 , { of Government on 
dilatory and obstructive. ‘ P nQt only hamper the func- 

the most meticulous dc ai ■ ht a ll 0 w some of the 

tioning of private enterp = dmin i str ation also, since the 
evils and abuses to invade tl individuals would be 

fates and fortunes of compame d Commission 

involved.’ Prior consultation with the ^ provision 

would not be an adequate safegu d,^ ^ noti f 1C ations issued 
that, in some matters, the orde . p before each House ot 
or rules framed, would have «”^J”of economic policy 
Parliament. 1 Secondly, while J crnme nt, a Statutory 

should certainly be determine > ^ aV e created more 

Authority would, according to ma y. ‘ initiative than 
confidence and possessed greater e a Y Author ity can 
a Central Department. Only a « ^ o}d susp i c ion of 
maintain its independent ^araetc ^ functions ; Even 
bias or partnership in the discharg 

■-.nriimitv to Parliament to raise 
* Although the latter provision give* motions in the House of 

_ nv issue bv motion-on the analogy of the has exercised its autho- 

Smmons-lhc House Can ac.only '"VSXrc arc groups of cases.,. 

is n ° i oWi8alory a ‘ a 
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those who felt that the new Act did not go far enough in 
regard to its penal provisions felt extremely unhappy that 
the Select Committee had not recommended the establish¬ 
ment of a Statutory Central Authority. 1 ‘The scheme proposed 
by the Select Committee vests large-scale powers in various 
matters in a Government department. This would create 
pressure-group politics in collusion with interested groups 
and departmental executives.’ 2 

Central Department of Company Law Administration 

Notwithstanding the above objections, the recommendations 
of the Select Committee were accepted almost in toto by 
Parliament, and the Bill as amended by the Committee 
became an Act. Government’s ‘case’ for departing from the 
recommendation of the Company Law Committee was that, 
‘having regard to the basic economic importance of the 
Companies Act to the functioning of the private sector, 
Government could not possibly divest themselves of their 
responsibilities tor the administration of the Act by delegat¬ 
ing the same to a Statutory Commission, over which Govern¬ 
ment could have at best only a limited and perfunctory 
control.’ The Select Committee took the view that, in practice, 
it was not possible to separate the economic and technical 
aspects of the administration of the Companies Act and, 
therefore, decided that both must remain the direct respon¬ 
sibility of Government. 3 

In accordance with the provisions of the Act, a new depart¬ 
ment known as the Department of Company Law Administra¬ 
tion, was created within the Ministry of Finance, Government 
of India, with a lull-fledged Secretary in charge and directly 
responsible to the Minister concerned. The responsibility of 

1 Vide 'Minutes of Dissent' of (a) Messrs. M. S. Gurupadaswamy, V. K. 
Dhagc, B. C. Chose and Avnjad Ali and (6) Mr. T. K. Chaudhuri. 

2 I he Finance Minister himself admitted, in his winding up speech after 
the third reading of the Bill, that the assemblage of powers vested in Govern¬ 
ment was ‘enormous and probably without parallel elsewhere/ 

J In support of Government’s stand. Mr. C. D. Deshmukh quoted the follow¬ 
ing views of Mr. Cohen. Chairman, of the Cohen Committee in the U.K.: 
No modern system of company law can be satisfactorily administered except 
through a strong and competent civil service, for, it is the essence of any such 
system that effective |x>wers must be given to the execution and a large meas¬ 
ure of discretionary authority must of necessity be vested in the organisation 
responsible for the administration of the Companies Act/ 
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this department consisted of the administration of the C 0 m- 
Wes Act and some other related subjects, e.g. Capital 
Issue Control, Stock Exchanges, Industrial Finance Corpora¬ 
tion State Financial Corporations, Industrial Credit 
investment Coloration and the regulation of the accountancy 
orofesion In September 1956, however, the responsibility 
of the new department was restricted to the administrate 

s £ a, ..a t/sr's 't 

SfSlSS' *. or Finance » 

“vSTr (SLISSn. a. New 

set up four Regional offices in charge of Regional D recto 

at Bombay, Madras, Calcutta and Kanpur, 

a s r;r, f 

regions allocated them and advise and gmde the » 

r rst»t:trs= Kj-£- tr 

for exchanging information and discuss g \ 

out of the Act. . Advisory 

As required under Section 410 o e ‘ V part _iimc 
Commission with a full-time Chairman j| lc Com- 

members was also constituted on 1 Aprd 1956 TWUn 
mission enquires into and advises the Central Government 
on all applications made to the latter by comp ^ Q f 

to matters specif.ed in Section 411 of the Companies Act 

19 £ we have seen, the fear was expressed in many quarters 

that concentration of so many powers in a sing denart- 
might lead to bureaucratic tyranny. The officers of the depart 

ment have, however, been exercising their powe cffom h y avc 
pathy, understanding and imagination. , in 

been directed towards removing (fl) margina o 
the language of the law through interpretation^ guidance, 

‘The Commission was reconstituted in March 1959. 
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and ib) avoidable difficulties in the day-to-day working of 
the Act by suitable procedural adjustments wherever possible. 

During the first three years (1956-57, 1957-58 and 1958-59), 

the department adopted a deliberately lenient attitude in 
regard to acts of omission and commission and it was only 
when Government felt that the provisions of the Act had 
become widely known and been properly understood that it 
issued orders for a more vigorous enforcement of the Act. 

The tasks which the department had to discharge were not 
easy. Laxity in the administration of the Companies Act 
and related measures prior to 1956 had induced certain 
habits of thought and action in the corporate sector which 
could not be got rid of overnight. As a result, compliance 
even with those provisions of the Act which had been on the 
statute book for decades but had not been systematically 
enforced, was resented by some companies. The enforcement 
of the relatively new provisions of the Act evoked still greater 
resistance fiom certain quarters. The Annual Report for 
1958-59 noted with regret that the social objective behind 
the new provisions was not seen even by the more enlightened 
management and that the sense of fiduciary responsibility 
was growing only tardily. 1 

An Assessment, 

Now that the Act has been in force for over five years, it may 
be asked whether it has helped or hindered corporate enter¬ 
prise. When the new Companies Bill was under discussion in 
Parliament, Mr. C. D. Deshmukh, the then Finance Minister, 
claimed that ‘the overall objective was one of growing hedges 
rather than finding fetters for private enterprise.’ He even 
added that the powers Government was taking would prove 
to be a help and not a hindrance to legitimate business. 

The business community and even some economists, how¬ 
ever, thought otherwise. While they conceded that much 
would depend on the spirit in which the law was going to 
be administered, they asserted that the best law could become 
an instrument of buieaucratic dilatoriness, tyranny and even 
corruption. The fear was also expressed that the administration 

Annual Report of the Department of Company Law Administration, 
New Delhi, for the year ended 3i March 1959. 
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of the company law might be ‘imbued with a high 
oolitical enuation’. Would the executive, which had been 
vest d wi h such a vast array of discretionary powers, it was 
asked T able to administer this admittedly difficult and 
complicated measure with the requisite degree of objectivity, 

'Tetave smtd eXihat the officers of the Department 

JoweT^ 

Nevertheless, the business community m India 

of legislation and a compromise o confl t g & j igsaw 

been a hindrance rather than a help. The Act s a ^ ^ 
puzzle, beyond the eompreh^mn of m^Y ^ not w get 

contains so many penalties that company busi- 

entangled must either keep out o ^ t- ^ advice fom 
ness or spend enormous sums Y com p a ny 

expert lawyers and accountants. Sven company law—a 

must now have, on its staff, a specialist on company 

luxury which so few can afford. companies since 

The figures of registrations of jomi stock ^ ^ 

1956, however, tell a different ta e. below the 

new company registrations were c ? n . , preceding 
number of new companies floated® P g has been a 

the coming into force of tbcAd f 1 .91 6 ^ ^ companics 
progressive increase since. As aga , in { 957 . 58 , 

registered in 1955-56, the number g and 

1958-59, 1959-60 and 1960-61 were 96i, 1,095 1,^ ^ 

1,683 respectively. What is more sigm ican , during 

authorised capital of 6,039 new companms £ g ] crore s 
the five years ended 31 March 1961, ? of 7>043 

companies registered during the five years preceding 195b 5 

‘Vide Quarterly Economic Report, August 1&»5, liSUcd by 
Institute of Public Opinion, New Delhi. j n t | 1C ir Editorial dated 

* As was wryly observed by Commerce „ r obably feci happy must Ik- 
17 September 1955, ‘the only section that can pr 7 
those belonging to the legal profession! 
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The available evidence thus shows that, notwithstanding the 
earUer gloomy prophecies in certain bus,ness arcles, Ac 
tempo ol new company formation has not only been main 
tained but may well be accelerated. It is, however, s.gmhcant 
that the preferences of the newly formed companiK are 
overwhelmingly (98%) in favour of management b> Boards 

of Directors or Managing Directors . 1 

It has been argued that progress would have been eve 

more rapid if some of the restrictive provisions were removed. 
Re present writer does not agree. It is not denied that, with 
a freer hand given to promoters, the number of new regis- 
tradons would® have increased, but it is doubtful d some o 
the new ventures would have been economically sound. It 
should not be lorgotten that die history of corporate enter¬ 
prise in this country is replete with “Ranees of mushroom 
and fraudulent companies, and these flourished 
when no ‘restrictive’ legislation was in operation. 

Further Amendments of the Companies Act 

This does not mean that the Act of 1956 is perfect and can¬ 
not be improved upon. Even before the Act was brough 
into force, its framers recognized that it might contain defer 
and deficiencies which would become apparent only with 
the efflux of time. ‘It is in the essence of company law that 

it must not only grow with the growing needs of tr “ de 
industry, but also be reshaped from ume to time to meet 
unforeseeable changes in company practice as may resu 
cither from developments in techniques of producUon or 
investment, or may be contrived by the wit of man to evade 
the provisions of the existing law. Indeed the success of 
company law in any country depends on the P roI "P^ 
with which it can adjust itself to meet changes in the structure 

and functioning of companies. , 

Certain deficiencies in the Act of 19o6 came to light as 
soon as the Department of Company Law Administration 
started administering it. It was also found that some com¬ 
panies were taking advantage of loopholes in the Act and had 
even engaged experts to advise them as to how to evade its ob¬ 
ligations without actually transgressing the law. Accordingly, 

‘Vide Appendix V. 
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in May 1957, the Government appointed a Committee 
under the chairmanship of Mr. A. V. Visvanatha Sastri, a 
former Judge of the Madras High Court, to examine the 
structure as well as the contents of the Act, with a view not 
only to removing its defects and deficiencies but also ensuring 
better fulfilment of the purposes of the Act. The Committee 
submitted its report in November 1957 which the Government 
published and placed before both the Houses of Parliament 
in December 1957. The Committee did not suggest any major 
or radical changes: it merely tried ‘to plug loopholes, supply 
omissions, clarify ambiguities, correct mistakes, remove 
inconsistencies, omit unnecessary or irrelevant provisions and 
add others conducive to the smooth and effective working o 

the Act.’ 1 _ , _ ~ 

The comments of the various Chambers of Commerce, 

employers’, workers’ and shareholders’ organisations, and 
economists and experts were invited on the Sastri report 
and the recommendations contained therein. In the light oi 
these comments and also of the experience of the working 
of the Act since the report had been submitted, a Companies 
(Amendment) Bill (Bill No. 37 of 1959) was drafted and 
introduced in the Lok Sabha on 1 May 1959. Some of the 
amendments were of a clarificatory nature designed to 
remove drafting defects and obscurities which had caused 
difficulty in the interpretation of the statute; others sought 
to overcome practical difficulties experienced in the working 
of the Act; but a few were considered necessary to ensure 
the better fulfilment of the purposes of the Act and to remove 
lacunae in the existing provisions’. The Bill was referred to 
a Joint Select Committee of both the Houses. After having 
held twenty-seven sittings and discussed all the 210 clauses 
in great detail, the Committee reported back on 16 August 
1960. The Bill was passed by Parliament in its winter session 
in 1960 and received the assent of the President on 28 Decem¬ 
ber 1960. . . 

The more important provisions of this amending Act are 

those relating to the (a) appointment of special Auditors by 
Government to make special audit of a company s accounts 
in certain specified circumstances, {b) imposition of some 

»Report of the Companies Act Amendment Committee, New Delhi, 19 j7. 
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restrictions on the issue of shares and debentures and prohibi¬ 
tion of the transfer of shares and/or debentures cases 

(c) grant of further powers to Government and its officials in 
regard to sole selling agencies, « further -motions on the 

purchase by a company of the shares etc. of othe *. ffi 

L closer regulation of inter-corporate investment and of in 
vestment companies, (/) prohibition of simultaneous appomt^ 
ment of different categories of managerial personnel, and 
M disclosure of information in regard to donations made 
by companies to the funds of political parties. 

Y AU these prolusions were bitterly criticised by the represen¬ 
tatives Of the business community, at the Select Conmutte 
stage. 1 The objections were reiterated at the time of the claus 
by-clause discussion of the Bill. ‘These add.uonal encroach¬ 
ments on the rights of the management and these measures o 
over-regulation by a bureaucracy, would further inhibit bu 
ness enterprise. The sweeping power which Government s 
going to assume to conduct the special audit of a company 
completely unwarranted and uncalled for. Entrepreneurs 
should be given a fair chance to live and to expand, to run 
their business using their own judgement, subject onl. 
control which is exercised by the investors, V1Z * lhc ^ ' 
holders and subject only to minimum interference by Govern 

The reply of the Government was that shareholders were 
often not in a position to control the management, that exist¬ 
ing powers under the Act had proved inadequate an 
healthy development of joint-stock enterprise itse req 
that the loopholes which had come to light should be plugged 
to prevent further mischief. At the same time, it c ann ° 
be denied that Government is relying too much on legislation 
put a stop to maladministration of joint-stock companies. It 
some companies arc maladministered even today, this is d 
at least in part, to the fact that the enforcement machinery 

continues to be ineffective and inefficient. 

1 Minutes of dissent were appended, among others, bv Messrs. M. 

last three did not. however, object to the proposa! regarding political 

formation in regard to donations made by companies to the funds po 

parties. 
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The present writer does not think that these further amend¬ 
ments would ‘dampen the enthusiasm of entrepreneurs or 
make difficult the successful floatation of new companies’. 
As happened five years earlier, there may be a temporary 
setback, but private enterprise will soon adjust itself to the 
new restrictions. He also disagrees with the suggestion made 
by Mr. Asoka Mehta that a statutory body should have been 
set up to administer company law, along with an adminis¬ 
trative tribunal to enforce it. ‘The running of the companies 
is so closely related with the broad economic policy of the 
Government that it would not be advisable lor the latter to 
vest these powers in some separate or independent body. 
There is no way out but to leave this matter to be handled 
by the appropriate department of the Government, viz. the 
Department of Company Law Administration.’ 1 

Donations to the Funds of Political Parties 

What is objectionable, however, is the provision requiring 
companies to disclose information in regard to donations 
made by them to the funds of political parties. Apart from 
the fact that it is morally undesirable that companies formed 
for the conduct of business should donate to such funds, the 
obligation to disclose this information gives an unfair advan¬ 
tage to the ruling party. In a controlled economy, the Govern¬ 
ment of the day has enormous powers over the fortunes of 
business and industrial enterprise. The possibility of selfish 
and unscrupulous elements in business seeking advantages for 
themselves by contributing to the funds of the ruling party 
is not hypothetical. And no business house would, under sucli 
circumstances, dare to contribute to the funds of a party 
which is in opposition to the Government. Hence, although 
on paper the amendment appears wise and harmless, it is 

certainly a blow to democracy. 

The best course would have been to prohibit altogether all 
donations to political funds. This would have been desirable 
even fjom the standpoint of safeguarding the interests of the 

minority shareholders. Why, for example, should even one 

• 

* Speech of Mr. Lai Bahadur Shasiri. Minister for Commerce k Industry, 
in the l.ok Sabha on 18 November 19G0, in connection with the Companies 
(Amendment) Bill, 1959. 
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shareholder be compelled to contribute an amount to the 
funds of a political party against his will, simply because 
the majority decides to make such a contribution? It would 
be worth while repeating here what was stated by the distin¬ 
guished judge of a High Court in a recent case arising out 
of the donation made by a company to the funds of the 
Congress Party. ‘To induce the Government of the day by 
contributing money to the funds of political parties is to adopt 
a sinister principle fraught with grave dangers to commercial 
as well as public standards of administration. Persuasion by 
contribution of money lowers the standrd of administration 
even in a Welfare State or a democracy. To convert convic¬ 
tions and conscience by money is to pervert both democracy 
and administration. Joint-stock companies are not intended to 
be adjuncts to political parties and possible sources of revenue 
for these parties. It will induce the most unwholesome com¬ 
petition between business companies by introducing a race 
on who could pay more to the political funds of a particular 
party. In that competition, business is bound to suffer in 
the long run. In the bid for political favouritism by the bid 
of money, the company which will be the highest bidder may 
secure the most unfair advantage over its rival trader com¬ 
panies. It will mark the advent and entry of the voice of big 
business in politics and in the political life of the country. 
This would be bad for both business and politics. It will be 
bad alike for public life as well as commercial life.’ 1 

Unfortunately, politics has alreadv invaded business in this 
country. As a result, although the proposal to prohibit 
donations to the funds of political parties was seriously urged in 
Parliament by the members of the parties of the right as w r ell 
as of the left, the whip issued by the ruling party ''Congress) 
carried the day. It is true that the quantum of political dona¬ 
tions that could be made by a company in a particular year has 
been limited to Rs 25,000 or five per cent of the average net 
profits during the three preceding financial years, whichever 
is greater, but amendments seeking to nullify the provision 
or to publish the facts within one month, were rejected by 

1 Taking the law as it stood. the judge had to pronounce such donations 
as ‘legal*, but he made no secret of his view that he considered them highly 
immoral. 
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took That S ^lar practices are widely prevalent in many 

western dentocracies is no convinctng argument^that ^he 

dthCT beca'use'the'party asked for such a contri- 

butio^ to be made or because that company^ 
for itself a vested interest in that P ar ‘V- h ht to 

words, but there are occasions when harsh wor 

be spoken. 


1 The first amendment ^{^congrefs Party, however, voted wJi the 

votes to 47. Three members of the congr 

°^^ami J-. in AIR i960 S-hlnSol nolUi- 

had in our country in consequence (of " ilio ns directly and indubitably 

cal parlies) Governments which owed »c jrp*»“ ic8 we would have a 

to the financial support industrialists. That would not 

%rS££££ a 'Zy Tate as Linco.n defined »• 
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THE STORY OF JOINT-STOCK 
COMPANIES IN INDIA 1 . 

Growth oj Companies up to the Twentieth Century 

As in every other country, the development of modern 
industrial enterprise has been closely associated in this country 
with the progress of the joint-stock form of organisation. It 
would be interesting, therefore, to make a rapid survey of 
the progress made by companies established under the Com¬ 
panies Act and to examine whether they throw any light on 
the likely pattern of future development. 

We have already seen that it was only in 1850 that the 
legal institution of joint-stock companies was first created in 
this country through an Act. The Act of 1857 recognised 
the limited liabilities of the ‘corporate personality’, while the 
Act of 1866 consolidated this principle in more precise and 
unambiguous language. Unfortunately, however, no agency 
was set up for a long time to collect even essential data in 
regard to joint-stock companies, with the result that statistical 
evidence for the first three decades since 1850 is completely 
lacking and only some fragmentary information is available 
foi the next two decades in a solitary source named ‘State¬ 
ment exhibiting the Moral and Material Progress of India’. 
It was only in the early years of the present century that an 
annual publication relating to joint-stock companies was 
started, giving information in regard to the number and 
paid-up capital of companies at work for 28 industrial groups, 
but only for the major provinces of British India and one 
Indian State (Mysore). It was not until 1914-15 that infor¬ 
mation became available on new registrations and liquidations 
of companies registered in India as also in regard to com¬ 
panies registered elsewhere than in India, but working in 
India. A few years later, i.c. in 1920-21, the industrial classi¬ 
fication was made more exhaustive, giving details for 59 

1 For the materials contained in this chapter, the author has drawn freely 
on reports issued by the Department of Company Law Administration, 
Government of India. 
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industrial groups instead of 28. About the same time, figures 
relating to many Indian States also came to be incorporated 
in the annual publication. The annual pubhcatton wasju- 
ther strengthened, some time in 1935-36, > 

publication on joint-stock companies which gave data reg - 
ing the new registrations, liquidations and cha "S^ in h 
capital structure of existing companies, during each mon h 
At the beginning of the present century, there werc^I.MO 
companies at work with a total paid-up capital of 34- 
crores as compared with 503 companies with a total paid up 
caoital of Rs 15.7 crores in 1882 and 950 companies with a 
total paid-up capital of Rs 26.6 crores in 1892 . Between 882 

and 1900, therefore, the number of . c ° m P a '“ e . b * S ' ^ w th 
their naid-UD capital had more than doubled, the growtn 

was particularly significant in the sphere of‘mills and presses 
and Wing companies*. The companies were concentrated 
nrhuarilv Bengal, Bombay and Madras: their shares of 
£Tup 'capital, luring 1899-1900 can, to 92.9 per cent of 

the total for the whole country. 1 On an average, g 

nineties of the last century, 150 compames were set on foot 
every year whereas there were 61 liquidations in a >ear. 

Th^number 'of joint-stock companies increased ^ly from 
the beginning of the present century, P ar “ cu ^ com . 
Swadeshi Movement of 1905. In 1905 n » 
panics was 1,550 with a paid-up capital of Rs 40.3 crore 

This had increased, on the eve of World War 1, » 
with a paid-up capital of Rs 76.6 crores. During the firs 
Tr V ears of the present century, therefore, the number of 
combes as weU as their eapital had more than doubl ck 
Then came World War I and the post-war period of » ncrcas ^ a 
SustriaT activity. At .he end of 1922, the number o com¬ 
panies had risen to 5,189 with a total paid-up capital 

R The^next °ten years, however, did not witness any specuc- 

ular rise in the number and paid-up capi a J 
companies. As against a three-fold increase in the paid up 

1 The distribution »> a. follows: Bengal. per cent, Bombay, 42.3 per 
cent, Madras, 7.4 per cent, the rest o£ India, 7.1 per 
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capital during 1913-22 (i.e. from Rs 72.1 crores to Rs 230.5 
crores), the rise during the following decade ending March 
1932, was only to the extent of Rs 55.4 crores (i.e. from 
Rs 230.5 crores to 285.9 crores). The last four years of this 
decade were characterised by a severe trade depression which 
reflected itself in the liquidation of a number of joint-stock 

companies. 

Between 1932 and 1939, an outstanding event was the 
separation of Burma in 1937, which reduced the number of 
companies working in India and their paid-up capital by 
278 and Rs 25.7 crores respectively. Even so, the number of 
companies in 1939, i.e. at the beginning of World War II 
was 11,114 with a total paid-up capital of Rs 290.4 crores. 

During the period of World War II, i.e. between 1939 
and 1945, the number of companies rose to 14,859 with a 
total paid-up capital of Rs 389 crores, i.e. nearly Rs 100 
crores more than at the beginning of World War II. The 
termination of the War gave a new fillip to company promo¬ 
tion in the country and there was an unprecedented growth 
in the number of companies, accompanied by a sizeable 
increase in their capital resources. On the eve of the parti¬ 
tion of the country*, the number of companies stood at 21,853 
with a paid-up capital of Rs 487.7 crores. 

Despite the fact that as a result of partition, 2,000 com¬ 
panies with a total paid-up capital of Rs 18 crores were lost 
to India, the number of companies as well as the paid-up 
capital thereof registered an increase in the following year. 
Since then, the upward movement has been steadily main¬ 
tained and at the end of March 1956, the number of 
companies stood at 29,874 with a total paid-up capital of 
Rs 1,024.2 crores. 

The Position since 1956 

Since 1956, the total number ol joint-stock companies at 
work has fallen to some extent. This does not, however, 
indicate any diminution of activities in the corporate sector. 
The fall is the direct result of the administrative drive 
launched by' the Department of Company Law Administra¬ 
tion to weed out the moribund or inactive companies from 
the official records, which gave an incorrect and inflated 
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impression about the size of this sector. The total number 
of such companies was estimated at 6,500—7,500 at the 
time the Act of 1956 came into force. By 1959-60, about 
4,500 of them had been removed from the registers. 

* The real state of affairs would be apparent from the figures 
of total paid-up capital which had gone up, between 19o5-56 
and 1960-61, by over 68 per cent, despite the weeding out 
of so many moribund companies. 1 This is as it should be, 
because the whole country is humming with industrial activ¬ 
ity and it would have been very odd indeed if the statistics 

had told a different story. 

The importance of the corporate sector in the national 
economy is brought out by the following further figuies. 2 



Share of Companies in the net Domestic Output (1957) 


Total net domestic output 
Output of joint-stock companies 
Share of companies 


Rs 11.360 crores 
Rs 1.300 crores 
11 per cent 


B. Share of Companies in the Tax Revenue of the Central 

Government (1959-60) 

Gross tax demands .. .. Rs 213 crores 

Tax demands for companies .. Rs 110 crores 

Share of companies .. •• 51 per cent 


C. Share of Corporate Taxes in the Total Revenue of 
the Central Government (1960-61) 

Total revenue .. •• ^8 crores 

Corporate taxes .. .. Rs 160 crores 

Share of corporate taxes .. • • 16.3 per cent 


D. Share of Companies in the Factory Output (1956) 

Total output of all factories .. Rs. 1,004 crores 

Output of compajiyowncd 

factories .. .. Rs 922 crores 

Share of companies .. • • 92 per cent 

1 Vide Appendix I. . 

3 It may Ik* stressed here that, compared to industrially advanced countries, 
India has still a long leeway to make up. In India, the share of companies in 
the total net domestic output works out at 11 per cent while the corresponding 
ratio in the advanced countries is over 50 per cent. It should not be forgotten, 
however, that the Indian economy still rests, and will continue to rest for a 
long time to come, primarily on agriculture and small and cottage industries 

outside the corporate sector. 
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E. Share of Companies in the Productive Capital 

of Factories (1957) 


Total productive capital 
Productive capital of company- 
owned factories 
Share of companies 


Rs 544 crores 


Rs 


507 crores 
93 per cent 

We thus see that, in terms of the use and deployment of the 
physical tools and resources of industrialisation, the corporate 
sector in this country occupies a clearly commanding position, 
notwithstanding its relatively small contribution to the aggre¬ 
gate national income. 

The stature of the corporate sector has grown considerably 
during the last ten years and it still continues to grow. This 
would be apparent from the following two tables: 


I. Share of the Corporate Sector in the Total J\et Domestic 

Product at Factor Cost 


1948-49 

1950-51 

1956-57 

1957-58 

Share of the Corporate Sec¬ 




tor in the total Net Domestic 

Product at Factor Cost 7% 

Share of the Corporate Sec¬ 
tor in the total Net Domestic 

8% 

11% 

12% 

Product at Factor Cost for 
non-Governrncnt sector 8% 

10% 

12% 

13% 

If. Share of the Corporate Sector 

in the Total National 

Savings 


1Q',0 51 1956-57 to Rate of growth of 

(Rs acres) 1958-59 annual average 

(annual average) between 19j0-al 
(Rs crores) and 1958-59 

(percentage) 


Absolute amount of savings 

in all Sectors .. .. 607 883 


Savings in the Corporate 

Sector .. .. 35 




The pattern of joint-stock companies at work also shows 
a healthy change. For a long time, a very large number of 
such companies were those engaged in trade and finance. 
As a matter of fact, even on the eve of independence, the 
latter type of companies constituted over 50 per cent of all 
egmpanies at work. By 1957-58, the proportion had gone 
down to 39 per cent, while the proportion of companies 
engaged in processing and manufacture of various kinds and 
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in mining and quarrying had increased from 2a to 39 per 
cent. In terms of paid-up capital, the proportion had gone 
up even further—from 32 to 67 per cent, while that of com¬ 
panies engaged in trade and finance had fallen from 38 to 
20 per cent. As regards the types of processing and manu- 
facture in which these companies arc engaged, there is an 
astonishing variety today, reflecting a further diversification 

of industrial development. 


Statewise Distribution oj Joint-Stock Companies 
At the beginning of the present century, the three provinces 
of Bengal, Bombay and Madras accounted for 86 per cent 
of the total paid-up capital of all the companies in the coun¬ 
try. Although these three States (i.e. West Bengal, Bombay 
and Madras) still continue to have the major share, it fell 
to 75 per cent in 1959-60. In terms of paid-up capital, the 
companies in these three States constituted 66 per cent of 
the total paid-up capital of all companies. The Statewise 
distribution of new companies registered during 1956-60 also 
shows that West Bengal, Bombay and Madras account for 
only 67 per cent of the total number of new registrations, 
while in terms of authorised capital, their share comes to 
only 54 per cent. 1 It is thus clear that the policy of Govern¬ 
ment in regard to the dispersal of industries in the less devel¬ 
oped States of India is beginning to bear fruit. 


A Note on the Dispersal of Industries 

What were the historical factors which led to the concen¬ 
tration of industries in the above three States? The factors 
were that these were the centres where entrepreneurial talent 
(as embodied in the managing system) and capital were 
available. The cities of Calcutta, Bombay and Madras were 
also important railway junctions and ports, with the result 
that they had considerable advantage over other centres in 
the matter of assembly of raw materials and distribution 

costs. 

In the course of years, these ‘agglomerating’ factors were 
partly neutralised by other factors operating in favour of 
other areas. New raw materials began to be exploited (e.g. 

1 Vide Appendices XV and XVI. 
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sugarcane in Bihar, bamboo and sabai grass in U. P. and 
Punjab, limestone in Kathiawar, Bihar and Punjab and iron 
ore in Orissa and Madhya Pradesh), and with the further 
expansion of transport facilities, Calcutta, Bombay and Madras 
no longer enjoyed the former monopolistic advantage. Freight 
rates of certain basic raw materials having been equalised, 
the cost factor in production no longer operated to the dis¬ 
advantage of less favourably placed areas. Tremendous 
changes had also been brought about by the development 
of new forms of power, e.g. petroleum and hydro-electric 
energy, with the result that a coal area was no longer neces¬ 
sarily the most economic site for the setting up of a big heavy 
machinery plant. 1 On the other hand, the very fact that 
consumer demand in the country as a whole has increased 
has led to the setting up of industries in areas hitherto neg¬ 
lected by orthodox financiers and entrepreneurs. 

To these may be added an active State policy to secure 
balanced development of the various parts of the country. 
The Industrial Policy Resolution of 30 April 1956, emphasised 
that disparities in levels of development between different 
regions should be progressively reduced. ‘Concentration of 
industries in certain areas in the past was due to (a) avail¬ 
ability of necessary raw materials or other material resources 
and ( b ) ready availability of power, water supply and trans¬ 
port facilities. But areas which are at present lagging behind 
need not remain so for ever.’ The objective of ‘reduction of 
inequalities of income and wealth and a more even distribu¬ 
tion of economic power’ has also reinforced the demand for 
dispersal of industries. Accordingly, while licensing new indus¬ 
tries, Government now carefully considers whether, in the 
long-term interests of the country', it would not be wiser to 
have a balanced programme of dispersal, geared to the 
anticipated, and not merely current , needs of the various regions. 3 
The licensing authority consciously tries to locate new indus- 

1 The harnessing of atomic energy, with the possibility of nuclear power 
being produced on a competitive basis, may make further changes in the 
pattern of industrial location. 

3 Vide the author’s article entitled Modem Trends in Industrial Location 
published in the Proceedings of the Residential Study Course on Management 
for Higher Productivity conducted by the Indian Institute of Technology, 
Kharagpur, in February, 1958. 
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tries in areas away from the existing industrial centres To 
give two typical examples, the sugar industry is now being 
spread out far away from the traditionally sugar-producing 
States, and the same policy is being pursued in respect o 

the textile industry. 


Chapter IX 

CONCENTRATION OF ECONOMIC POWER 

Nature of Concentration of Economic Power in 

Other Countries 

In recent years, a good deal of discussion has taken place 
on the alleged concentration of economic power in a few 
hands in the corporate sector. One of the four principal 
objectives of the Second Five-Year Plan was ‘reduction of 
inequalities in income and wealth, and a more even distri¬ 
bution of economic power’. Analysing the concept, the Plan 
said that ‘in the past, economic development often led to 
inequalities of income and wealth, firstly, because the gains 
of development accrued to a small class of business men and 
entrepreneurs and, secondly, because the immediate impact 
of the application of new techniques to agriculture and tradi¬ 
tional industry generally resulted in unemployment and 
under-employment among large numbers of people’. It was, 
therefore, suggested that a more even distribution of econom¬ 
ic power should be achieved through (a) the development 
of cottage and small-scale industries (‘they offer a method 
of ensuring a more equitable distribution of the national 
income’), ( b) the formation of co-operatives at various levels, 
and (r) State action in appropriate fields of economic activity. 

Concentration of economic, power is usually associated 
with monopoly. This has been particularly the case in the 
U. S. A. and, to some extent, in the U. K., Germany and 
Italy. In these countries, this concentration has manifested 
itself in the trust, the cartel and the holding company, and 
has even extended beyond national boundaries. In the U.S.A. 
in particular, concentration of economic power can be seen 
in the fact that a few large corporations (sometimes a few 
individuals) control most of the productive capacity and 
distributive machinery in that country. There were so many 
instances of restrictive practices, cartelisation, trustification 
and interlocking, both financial and managerial, that the 
U.S. Congress had to enact a series of legislative measures 
(c.g. the Sherman Act, the Clayton Act and the Federal 
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Trade Commission Act) to curb these unwholesome prac¬ 
tices. Concentration could not, however, be halted. In 1958, 
250 big corporations ov/ned 45 per cent of the total assets 
owned by all the corporations in that country, and more 
than one third of the directorships in the latter were held by 
just 400 men. In the sphere of employment, less than one 
per cent of the corporations employed more than 50 per cent 
of the workers. 1 

The growth of these gigantic industrial units and combines 
was facilitated by certain facts and circumstances inherent 
in the economic situation—particularly by technological 
advance and increasing use of mechanical power. As markets 
expanded and consumer demand became more discrimi¬ 
nating, the need was felt for more intensive research and 
also for a certain degree of understanding between firms 
producing identical or similar goods. In a sense, it was 
competition which paved the way for the elimination of 
competition. 

Even so, it was not monopoly which emerged, but duopoly 
or oligopoly. In their endeavour to cater for an increasingly 
fastidious market, the bigger firms entered into common 
arrangements in regard to research, marketing and even the 
pricing of products. This ‘fewness of sellers’ did not neces¬ 
sarily mean exploitation of the consumer: as a matter of 
fact, the consumer benefited from the optimum allocation 
of economic resources and more efficient operations under 
the duopolistic or oligopolistic system. Nevertheless, it is 
also true that the very power of concentration tempted 
firms to resort to various kinds of restrictive practices, some 
of which at least were not in the public interest. These 
led to an enquiry into some aspects of this concentration 
by a National Economic Committee in the U.S.A. (in 
1938-41) and the setting up of the Monopolies and 
Restrictive Commission in the U.K. {in 1948), followed 
eight years later by the passing of the Restrictive Trade 
Practices Act. 

The question may now be asked whether concentration of 
economic power in the accepted sense is a feature of the 
Indian economy today. The fact that a major part of the 

1 A. D. H. Kaplan, Dig Business in a Competitive System, Washington, 1959. 
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net product of industry is produced by a handful of large- 
sized companies has been cited as evidence of concentration 
of economic power. 1 The floatation of quite a few giant 
companies in recent years has also been held up as another 
evidence of a trend towards concentration. As stated later, 
neither of these provides a true criteria for judging or measur¬ 
ing concentration. 

Floatation of Giant Companies in India 

The trend in recent years has undoubtedly been towards 
the floatation of companies with bigger authorised and paid- 
up capital. The days of launching under-capitalised con¬ 
cerns are gone, as entrepreneurs have realised that, in the 
highly competitive world market, economies of production 
can be secured only in large units. From the frequency disd*i- 
bution of newly registered companies, during the period 
1957-61, it appears that no less than 170 companies were 
floated with an authorised capital of Rs 1 crore and above. 2 

These giant companies comprised 111 public and 50 private 
companies having an authorised capital of Rs 301 crores 
and Rs 298.5 crores respectively. The authorised capital of 
these 170 giant companies accounted for about 72 per cent 
of the total authorised capital of all new registrations during 
the period under review. It is true that as many as 29 of these 
170 companies arc Government companies writh a total 
authorised capital of Rs 283.5 crores, but even if these are 
excluded, the picture remains one of floatation of companies 
with much bigger authorised capital than, say, twenty or 
twenty-five years ago. 

The same conclusion is reached if we consider the average 
paid-up capital of joint-stock companies since 1947. The 
average paid-up capital has registered a steady increase from 
Rs 2.19 lakhs in 1947 to Rs 6.60 lakhs in 1961. 3 

Even so, in comparison with the world’s top industrial 
giants, the corporate “giants” in our country are very small 

1 In 1957. 5 per rent of such establishments produced over 60 per centof 
the manufactures (in terms of value). Vide the author's article entitled lne 
Ecology of Economic Power' published in the Indian Journal of Economics , 
Allahabad (July. l‘V,8). 

J Vide Appendix Will. 

°Vidc Appendix I. 
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indeed. Whichever way they are measured, whether in 
terms of total assets, paid-up capital, total sales or net profits, 
the biggest companies in the private sector like the Tata 
Iron & Steel Co,, Ltd. or the Associated Cement Companies, 
Ltd. are but dwarfs in comparison with such industrial com¬ 
bines as General Motors or Standard Oil of U.S.A., Royal 
Dutch/Shell or Unilever of U.K./Holland, or even Volkswa- 
genwerk A. G. or Fried Krupp of West Germany. 1 

Secondly, with the launching of a number of heavy- indus¬ 
trial projects by Government, these latter are gradually 
displacing companies in the private sector from their top 
positions. As will be seen from the first Table in Appendix 
XVII, in terms of total tangible assets (net of depreciation), 
the Hindustan Steel, Ltd., a Government Company, now 
heads the list of giant companies in our country, while three 
other companies in the public sector (National Coal Develop¬ 
ment Corporation, Sindri Fertilisers & Chemicals, and Hin¬ 
dustan Aircraft) also happen to be among the first ten. It is 
true that, in terms of total sales, these Government companies 
do not figure in the list at all, but the picture will change as 
production is geared up to installed capacity. One need 
not be surprised if, at the end of the Third Five Year Plan 
period, the first few places in both the Tables arc coccupied 
by Government companies. 

Foreign Companies in India 

Contrary to popular belief, the number of foreign com¬ 
panies (i.c. companies incorporated elsewhere than in India) 
operating in India is still pretty large. At the end of March 
1961, 580 such companies were functioning in India (as 
against 827 in 1947-48). About 75% of these have their 
origin in the Commonwealth countries (mostly the United 
Kingdom). 

According to estimates made by the Reserve Bank of India, 
British investment stood in 1961 at £?60 million as against 
£155 million in 1948. During the last five years (1957 to 
1961), over 200 new British firms have joined hands with 
Indian companies, providing the technical ‘know-how’ to 


1 Vide Appendix XX. 
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them and, in quite a few cases, bringing in private capital 
also An analysis of the activities of these firms shows that 
theh production operations extend from various types oi 
consumer goods to heavy engineering equipment, chemicals, 

mhlp wires and other accessories. 

^ U S investment also is growing fast— as a matter of ac , 

at a faster rate than British investment Still, 

tion of the British capital invested in this country. The latest 

estimates show that American investment now stands at $180 

m Some of these foreign companies are subsidiaries of giant 
companies with world-wide coverage. The quesUon therefo. 
arises whether they provide a favourable climate ™ 
concentration of economic power in a few hands. The answer 
“ to be in the negative, as the Government is parUc- 
ularly vigilant about the operations of ^e'gn companies m 
tliis country. At the same time, it cannot be denied that t y 
wield a power much in excess of their operating capital. 

Concentration of Control prior to the Act of 1956 

There is no doubt that, until the Companies Act of 1956 
came into operation, there was considerable c0 "““ tra “ 
of control in the hands of a few managing agency farms. 
Even apart from the manipulation of funds of the managed 
companies by managing agents, a large proportion of the 
output of important national industnes was con roUed by 
one or a few agency houses, and this control cabled them 
to resort to monopolistic practices in determining outputs 
and prices. This power was further intensified when a mana¬ 
ging agent controlled enterprises in various industries, some 
of which were vertically related. The extensive sphere of 
influence of managing agents resulted in a bias of the s>*tem 
towards financial manipulation and speculation in the stocks 
of the operating companies. The system also led to the con¬ 
centration of entrepreneurial and financial resources in 
small number of families which had entrenched themselves 

in most of the important industries. . 

Let us take a few instances: On the eve of World War II, 
53 jute mills with a capital of Rs 18 crores, out of a total 
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of 100 mills with Rs 23 crores, were controlled by 17 i»ana 
gins; agents. Four of them controlled asi many as 30 mdU. 
Out of a total of 247 coal companies with a capital of Rs 1 
crores, 60 companies with a capital of Rs 6* crores were 
controlled by 18 firms. Four of them controlled, between 
themselves, 31 companies. In tea, 117 companies we con¬ 
trolled by 17 firms, and five of them controlled 74 companies 

Similar concentration of 

industries In the cement industry, the Associated Cemen 
Company took over the business of 11 different companies 
The British India Corporation, formed in 1920, had a capita 

rndpthc fZ 

fnVuTed ^rtuo a n X*ur X^mpani^an oil mil, 

an iron and steel factory, hotels, airways, chemical and 
insurance companies-with tota assets exc edmg Rs 100 
crores. Andrew V-Ufc ^o. of Cal^.^ cont,mUed 5:2 c = 

rbout a 400 P conccrns with an approximate capital ol 
crores, while half a dozen Indian Trusts controlled some 50 

concerns with Rs 37.5 crores of capital. nnt bv a few 

The above control was ultimately exercis , y 13 o 

firms but by a few individuals. In the jute industry 13- 

persons were directors in 271 concerns. Acc "nanics were 
unofficial survey, 500 in.portant industrial companies 

managed by 2,000 directors. At the apex of th PV 

stood ten men holding 300 directorships.^ These^firms 

maintained close connexion with ban s an director- 

institutions by the simple method oi common dtrcctm 

Shi The tendency towards the process of concentration was 
further accelerated after World War II. The folloumg figures 

arc interesting: 

. Reserve Bank of India, Cm su< ./ India’* Foreign UakitiU" and Ass't,. 
Bombay l'J r >0. . , »« r Asoka Mchia of the Praja 

Soci'lis; T/ib Vi" rV a^ T A^Wadia andV. T. Mcrchanl. Our Econonnc 
Problem, Bombay, l‘JG0. 
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Number of companies managed by 6 managing agents 

in selected industries 1 



1911 

1931 

1951 

1956 

Jute 

22 

31 

38 

40 

Cotton 

24 

27 

36 

39 

Sugar 

6 

9 

30 

32 

Tea 

58 

84 

86 

100 

Engineering 

6 

15 

21 

34 


The true extent of the concentration of control could be 
gauged by the number of directorships enjoyed by a single 
individual. An analysis of the distribution of directorships 
reveals that a large number of directorships were held by 
a minority of influential persons. In the coal industry, out 
of 56 companies, 51 companies with 247 directorships were 
controlled by 28 persons, seven of whom held 64 directorships. 
In Jute, 267 directorships were held by 130 persons, four of 
whom had 82 directorships. In the joint-stock companies 
surveyed by Mr. Asoka Mehta, there were 3,728 directorships 
distributed among 1,103 persons: sixty-one of these persons 
held 1,038 directorships, (an average of 16 per person,) while 
twenty of them held 805 director-ships (an average of 40). 

According to another study (made by the Department of 
Company Law Administration), in 1954-55, 17 top agencies 
had each under its own management some 10 or more com¬ 
panies. 'I hey managed a total of 359 companies having an 
aggregate paid-up capital of Rs 114 crores, which was about 
one-fourth of the total paid-up capital of all companies under 
the managing agency system and about 12.5 per cent of the 
total in the entire corporate sector in that year. To this could 
be added extension of control through subsidiaries of com¬ 
panies and interlocking of directorates. 

A study made by the National Council of Applied Econom¬ 
ic Research (this related to the year 1956), in four selected 
industries (cotton textiles, jute, tea and sugar) controlled by 
the three largest managing agencies in each industry gave 
the following picture: 


> These figures have been compiled from the relevant editions of the Invct 
ion India 1 car Book published by Messrs, riacc, Siddons & Gough of Calcutta 
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Percentage of the Corporate Sector controlled by 
Three Largest Managing Agencies 


In dust ry 


Cotton Textiles 

Jute 

lea 

Sugar 


Total no. No. of cos. Percentage Percentage Percentage 
of cos. under 3 of paid-up of net fixed of total 
largest capital assets assets 
agencies 


213 

f>2 

153 

81 


13 

23 

47 

15 


14.7 

27.0 

25.5 

21.0 


19.0 

31.7 

18.9 

18.5 


16.3 

28.3 

25.4 
20.7 


The Position Today 

What is the position today? Is concentration of control on 
the increase or on the decrease? No analysis has been made 
of the present state of affairs by either the Department ol 
Company Law Administration or the National Council ot 
Applied Economic Research and as such it is difficult to 
give a categorical answer. 

Certain facts and circumstances can, however, be noted. 
As a result of the restrictions and regulations imposed by 
the Companies Act of 1956, managing agency firms no longer 
have the undisputed sway they once had. \N e have already 
seen that most of the new promotions of companies are out¬ 
side the managing agency system. Devices ot various kinds 
which could be pursued with impunity prior to 19ob are no 
longer permissible. 1 

On the other hand, simply because the managing agency 
system is under control, it does not necessarily follow that 
there is no concentration of economic power. As we have 
seen, concentration is a common feature of many countries 
in the West. ‘The problem, as it is chiefly represented today, 
arises from the dominant position occupied in key industrial 
areas by giant corporations, singly or in small groups—the 

rule of oligopoly.’ . . 

This kind of concentration is to be found in India also. 

Industrial enterprise in India today appears to be concen¬ 
trated more and more in a few groups or individua s. ic 


» Speaking on the Companies (Amendment) Bill. 19.»9, in t ‘ , 

on 18 November 1960. Mr. Lai Bahadur Shastri. Minister of Commerce aiul 
Industry said: The number of managing agencies controlling more than 
companies are very few. Over 84 per cent of the managing agencies do not 

control more than one company.' 
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Tat as now have sole or majority control in 53 companies, 
the House of Birlas in 333 companies, the J.K. Industries 
Group in some 60 companies, and the Walchands in 16 
companies. According to some, control is now passing into 
the hands of a few combines, because there does not exist 
in India today those ‘countervailing powers’ of a strong 
trade unionism or of buyers’ groups which regulate or moder¬ 
ate an economy like that of the U.S.A. The development 
of ‘countervailing power’ requires a certain minimum oppor¬ 
tunity and capacity for organisation amongst those who are 
the victims of the ‘original power’ of monopolistic capitalism: 
in India, it is argued, neither the shareholders nor the con¬ 
sumers have the necessary opportunity or capacity. 1 

In India today, the State has stepped in as the ‘counter¬ 
vailing power’. The Government has already got in its 
armoury a number of measures that can be, and are, em¬ 
ployed to check concentration of economic power. These 
include the Tariff Act, the Industries (Development and Regu¬ 
lation) Act, the Capital Issues Control and the Companies 
Act itself. Moreover, the basic industrial policy of Govern¬ 
ment is to widen the public sector and thereby reduce the 
power of the private sector. 

Among the conditions that arc necessary for preventing 
undue concentration of power in any industrial group, two 
are of special importance. Firstly, there should be no combi¬ 
nation among the larger units and, secondly, there should 
not be any serious impediment to the entry of new enterprises. 
Both these conditions are to be found in India today. There 
is keen competition among the companies in the same indus¬ 
try, whether they are managed by managing agents or Boards 
of Directors. There has been no evidence of collusive combi¬ 
nations among them to restrict output or to raise prices. 
Even on the rare occasions when output has shown a tendency 
to fall, or prices a tendency to rise, owing to the operation of 
factors over which industry has no control (e.g. shortage of 
raw materials or levy of heavy excise duties), the Govern¬ 
ment has appeared on the scene and sometimes compelled 


For a brilliant exposition of the concept of * countervailing power’ in the 
economic system, the reader is referred to J. K. Galbraith, American Capital¬ 
ism, New York, 1958. r 
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the industries concerned to get on enufof new 

bution even at a temporary loss. As regards them y ^ ^ 

enterprises, not only do e “ t “* 1 ’ h submit gracefully to 

JS 2-r*;:. sggHsWtrt 

prices are few and far between. concentration of 

Another fact which militates gainst concen^, ^ 

economic power in a few m lv ^^ crnm ® lt to sma ll entre- 
erate encouragement^gwe^ by^ ^ ^ fay Government 

onlhe'devclopmcnt of cottage and 

the First Plan and Rs 180 crores m P ^ 

sion of Rs 250 crores on this acc ® un ‘ • t f in ancial 

Third Plan In £»£ Brians specialised institutions 
“tup by Gtvcrnrnm; some of them are also given preference 

! sstix 

z£i ’ZZI'ST^’qJ , V m8 .n, i r -. r: 

prcncurial class drawing high salar.es nnd emoluments 
kind of power ilite-who almost live apart from the rest o 
the community. This rise of the U-sector has accentuated 

rather than reduced inequalities of income and 

sector appears to be wielding a not mcons,durable amount 

of political power behind the scenes. It >s such < *tra‘ 
ic consequences of the concentration of econom c p 

as are really dangerous. 1 

1 Vide ilit- authors article ^i^i^utnbcr^mi) of Commerce, 

Indian Today’ published in the G > J lhis -tightly knit and basically ir- 

thc rcadcr is rcfcrrcd to c Wvight 

Mills, The rower Elite, New York, \Jji. 
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A recent study of the inter-corporate investments of five 
groups of companies (the Tatas, the Birlas, the Mafatlals, 
the Walchands and the Mahindras) also shows that, in some 
cases at least, control is being exercised by a small, well-knit 
corporate group. 1 This was achieved, not through the 
managing agency system (although nearly every group main¬ 
tains a number of managing agencies), but through a system 
of integrated investments. Although individual shareholders 
held 52.5 per cent of the total value of equity shares and 
50.7 per cent of the total value of preference shares in the 
companies managed by these five groups, Indian companies 
or firms accounted for 37.3 and 25.0 per cent of these two 
categories of shares. The following table shows the position 
at a glance: 

Percentage Distribution of the Value of Shares in the 
Companies managed by thefive Groups 

(Position as in 1958) 

Equity Shares Preference Shares 


Indian Companies .. 37.3 25.0 

Foreign Companies .. 2.0 0.6 

L. I. C. .. 3.2 8.8 

Government .. 1.2 10.1 

Trusts .. 3.2 4.5 

Indian Individuals .. 51.8 50.4 

Individuals abroad .. 0.7 0.3 


Total 100.0 100.0 


The total share capital of the 491 companies covered in 
the above study was Rs 203.6 crorcs, out of which Rs 71.3 
crorcs were held by Indian companies. A detailed break-up 
of this latter holding shows that Investment and Managing 
Agency companies of the Groups concerned were the biggest 
holders, providing Rs 38.1 crores. They arc followed by Banks 
and Insurance (mostly the former, on behalf of their clients), 
with Rs 15.7 crores. Industrial Companies held Rs 15 crores, 
and the remaining Rs 2.5 crorcs came from Trading Com¬ 
panies, most of which were actually Investment Companies. 
The following table is relevant: 

I he suidv was made by l)r. R. K. Ilazari under the auspices of the Plaji- 
11 ('.onimission. I he preliminary results were published in a series of three 

nrtules in the Economic Weekly. Bombay, dated 26 November, 3 December 
ami 10 December, 1960. I he data which follow are taken from Dr. Hazari's 
study. 
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Synoptic View of the Inter-Corporate Holdings of 491 

Companies 


(Position as in 1958) 


Total Share Capital 
Holding of Indian Companies 
Of which held by : 

Investment and Managing Agency Companies .. 
Banks and Insurance 
Industrial Companies 
Trading Companies 


Rs Crores 
203.6 
71-3 

38.1 

15.7 

15.0 

2.5 


A further analysis of the data relating to the 402 companies 
within the ‘inner circle’ of the five groups referred to above 
is even more revealing. Out of the total share capital of 
Rs 155 crores, the Controlling Groups provided Rs 63 ciores 
or 40 per cent. Excluding the Tata Group, in which controlling 
blocks are very low in proportionate terms, the remaining 
four Controlling Groups provided Rs 45 crores or 57 per 
cent of the total share capital of Rs 79 crores. Even in regard 
to individual share-holdings, it is doubtful if they are as 
widespread as is sometimes asserted. A closer examination 
may show that quite a large number of the individual share¬ 
holdings are also held by the members of a particular Group 

or their friends. 

The techniques of control vary from Group to Group, 
but there is no doubt that there is a tendency towards concen¬ 
tration. This large increase in inter-corporate investment has 
been caused, at least in part, by the high rates of taxation 
of personal income and wealth: the rich have sought the ob- 
vious way out, viz. to disperse and impersonalise their hold¬ 
ings of wealth, through the creation of companies and Trusts, 
as the latter enjoy a number of advantages ranging from 
comparatively low or no taxation at all to independent and 
perpetual existence. 

Inter-corporate investment is not inherently anti-social. It 
provides a flexible mechanism for the control of existing 
undertakings and promotion of new enterprises. The danger, 
however, lies in the fact that it enables controlling interests 
to maximise their area of control and influence through a 
chain of minimum and indirect investments. The State has, 
therefore, to step in to prevent abuses which may be detn- 
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mental to the interests of shareholders and even more to the 

economic development of the country. 1 

An interesting point to be noted in this connection is that, 
unlike in many companies in the West, the integration these 
groups seek to achieve is basically not technical, but financial 
and managerial. The propensity is more to spread invest¬ 
ments pretty far and wide than to secure economies of produc¬ 
tion and distribution. ‘The interests of these Groups are far 
too diffused over industrial as well as non-industrial occupa¬ 
tions to enable—and induce—them to concentrate their 
attention on the problems of individual industries. 2 

We should not, however, be carried away by passions 
and prejudices. We should look at the problem objectively 
and dispassionately. That there is scope for concentration of 
control is an undisputed fact, but is this not inevitable in 
the modern world? Leaving aside the U.S.A., the land of 
giant combines and Trusts, do we not find the same trend in 
the U.K., France, Germany, Italy, Japan and even in the 
U.S.S.R.? In a world in which the traditional sources of 
power bid fair to be replaced by atomic energy, in which 
automation is percolating into most manufacturing industries, 
it would be foolish to deplore the emergence of big industrial 
units. 3 * * * * * The really important question is whether these big 
units can be made to serve the interests of the common 
people. If the State can ensure this, one need not be unduly 
worried by the mere size of a unit nor even by the fact that 
power sometimes rests with a few individuals or groups. 


1 The recent amendment of the Companies Act is expected to prevent such 
abuses, but the present writer is not sure if it would curb 'concentration of 
control 9 . 

2 In fairness to them, it must be added that there arc two specific reasons 
for this tendency to proliferate into unrelated industries. They arc (a) the 
fear of nationalisation of basic industries in which certain groups, like the 
Tatas, have invested the bulk of their capital, management and prestige; and 
(b) the absence at times of an adequately gainful outlet within their occupa¬ 
tion for the surplus funds that accumulate in some of the older concerns. 

3 Although not strictly relevant, it is interesting to record that, according 

to statement made in the Lok Sabha on 29 November 1960, by Mr. K. Gopala 

Reddy, Union Minister for Revenue and Expenditure, the number of ‘mil¬ 

lionaires’ among non-company wealth tax assessees, owning property worth 

over a crore of rupees, was only 24 on 31 March 1960. This was in addition 

to 16 millionaires among feudal aristocrats. Vide The Statesman, New Delhi, 1 

December 1960. 


Chapter X 


SOME ANCILLARY FACETS OF 
INDUSTRIAL ENTERPRISE IN INDIA 

Growth of Private Limited Companies 

An interesting feature in the development of industrial 
enterprise in India is the rapid growth of private limited 
companies (as distinguished from public limited ones). 
Historically, the distinction between a private limited com¬ 
pany and a public limited company arose as follows: As cor¬ 
porate enterprise was increasingly udlised in the field of 
medium- and small-scale business, the need was felt for some 
relaxation in the legal requirements applicable to the forma¬ 
tion and management of companies. The initiative was taken 
by Germany in 1892 in relaxing the provisions applicable 
to private companies by dispensing with the issue of share 
certificates. Also, a simpler method of management was pro¬ 
vided and the filing of, and publicity for, accounts were 
dispensed with. This mode of distinction was adopted by a 
number of countries on the Continent. In the U. K., however, 
it was the Companies Act of 1907 which for the first time 
made a distinction between private and public companies by 
exempting private companies from the obligations to file 
balance sheets with the Registrar of Companies. It also im¬ 
posed certain conditions as to membership and restrictions 
on transfer, and the inviting of public subscription for their 
shares was forbidden. 

Under the Indian Companies Act of 1913, a company 
was deemed to be a private company if, in its articles, it 
(<*) restricted the right to transfer its shares, (b) limited the 
number of its members to fifty only (excluding employees) 
and (c) prohibited any invitation to the public to subscribe 
for any shares or debentures of the Company. These restric¬ 
tions, limitations and prohibitions must be continued to be 
observed by a private company during its existence: other¬ 
wise, it will cease to enjoy the privileges and exemptions 
conferred by the Act. 

A private company thus enjoyed certain privileges and 
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exemptions, the most essential and valuable of which was 
the one relating to the exemption from the filing of the 
balance sheet and the profit and loss account with the Regis¬ 
trar. This concession by itself was responsible for the promo¬ 
tion of numerous private companies in the U.K. and, in 
that country, private companies now outnumber public 
companies by more than twenty to one. 

Although the proportion of private to public companies 
in India is nowhere like what it is in the U.K., there has 
been a rapid growth in the number of private companies 
since 1919-20. 1 During this year, the percentage of private to 
all companies (public as well as private) was 18*2. This 
gradually increased to 47-3 in 1938-39 and the figure in 
1960-61 was 74-1. As a matter of fact, more private than 
public companies have been functioning in this country since 
the end of World War II. 

As regards paid-up capital, although the total paid-up 
capital of private companies is still less than the total paid- 
up capital of public companies, there has been a progressive 
increase in the relative percentage of the paid-up capital of 
private and public companies. 'While in 1919-20, the paid-up 
capital of private companies constituted only 15 per cent of 
the total paid-up capital of all companies, the corresponding 
figure in 1960-61 was 49 per cent. 

As has been stated already, the rapid growth of private 
companies was largely due, both in the U.K. and India, to 
the privileges and exemptions which they enjoyed under the 
law. A private company offered a convenient method for 
converting a proprietary business into the joint-stock form of 
organisation so that all the advantages of company incor¬ 
poration might be derived. These were (a) limited liability 
for the members, ( b) corporate personality for the business, 
(c) continuity of existence in spite of changes in membership, 
and ( d ) division of financial ownership into two or more 
classes of shareholders with different rights as to profits, 
voting powers, etc. In the U.K., the very large number of 
private companies was due to the conversion of many ‘family 
businesses’ into the joint-stock form of organisation. It may 
also be added that private companies continued to grow' 

1 Vide Appendix VII. 


159 


GROWTH OF PRIVATE LIMITED COMPANIES 

because of certain characteristics of human nature. There 
were many people who wanted to manage their own concerns 
themselves and at the same time required the assistance of 
a few outsiders to get the requisite capital: the obvious course 

for such people was to form a private company. 

What is striking in the case of India is not the large relative 
proportion of private companies to all joint-stock companies, 
but the rate of increase of this proportion. Notwithstanding 
the need for larger capital in the floatation of industry, the 
number of private companies has been increasing faster than 
the number of public companies. Apart from the general 
reasons, there have been three special factors favouring the 
growth of private companies in India, firstly, managing 
agency concerns which were composed of persons who were 
either relatives or close business associates found it convenient, 
from many points of view, to convert their firms into private 
limited companies. Secondly, until lately, the investment 
market was more or less unresponsive to a general appeal 
for the public subscription of shares. Hence entrepreneur 
often preferred to start their business as private companies, 
especially as they knew that it was always possible to convert 
a private company into a public one. Finally, the restrictions 
imposed by the Amending Act of 1936 on all public com¬ 
panies (private companies were exempted from many of them) 
induced many a shrewd entrepreneur to organise his busi¬ 
ness as a private company rather than as a public one. 

An interesting feature of the private companies operating 
in India is that a large number of shareholders hold jO per 
cent or more of shares. This was revealed in a sample ana > sis 
carried out by the Taxation Enquiry Commission, on data 
supplied by the Income Tax Department of the Government 
of India. 

The distinction in the nature of the obligations to w uc 1 
public and private companies are subject, was maintainc in 
the Companies Act of 1956, but it was provided that the 
balance sheet and the profit and loss account of a piivate 
limited company should also be audited by qualified auc itors 
and that copies of the balance sheets, certified as true copies 
by the Company’s auditors, together with the auditor s 
report, should be filed with the Registrar. Under the recent 
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Companies Amendment Act of 1960, private companies also 
are required to file profit and loss accounts separately. 

During 1955-56, just preceding the year of enforcement 
of the Companies Act of 1956, and for a couple of years there¬ 
after, there was an appreciable increase in the number of 
private companies, mainly because the belief persisted that 
such companies would escape some of the rigorous provisions 
of the Act. Under this belief, a large number of public 
companies were converted into private companies, but the 
process was halted from 1957-58 onwards. 1 Even so, on 31 
March 1956, the ratio of private to public companies was 
2:1; five years later, i.c. on 31 March 1961, the ratio was 
2*8:1. The ratio of the paid-up capital of private to public 
companies was 1:2 in 1955-56; it was 1:1 in 1960-61. It may 
be mentioned, however, that an important factor which 
turned the scales in favour of private companies was the 
Rs 300 crores paid-up capital of the Hindustan Steel, Ltd., 
which was set up as a private company in the public sector. 
A few other big-sized Government companies were also 
registered during the period 1956-61 as private companies. 

This trend in the growth of private companies (relative to 
public companies) is not likely to be maintained, as it is 
being increasingly realised that almost the same types of 
restrictions apply to both private and public companies. 

Private Companies treated Public Companies 

As stated already, the Act of 1936 introduced, for the first 
time, a distinction between private companies which were 
subsidiaries of public companies and those which were not. 
The first category was equated with public companies. While 
some privileges like commencing business without minimum 
subscription and not holding the statutory meeting could be 
enjoyed by all private companies, other privileges like non¬ 
adherence to the ceiling on managerial remuneration, setting 
of an age limit for directors, granting of loans to directors, 

1 The 'Third Annual Report' on the working and administration of the 
Companies Act of 1956 stated as follows: ‘The number of conversion (of 
public companies into private companies) in 1956-57 was abnormally high, 
largely because of exaggerated fears as to the nature of some of the restrictive 

f >rovisions of the Act applicable to public companies. With increasing know- 
edge and appreciation of the manner in which the new Act was being ad¬ 
ministered, these fears largely disappeared.' 
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under the Companies Act 0 categories of private com- 
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1956-61, more than 7,000 (i.e. about 80%) were struck off 
the register under Section 560 of the Companies Act in pur¬ 
suance of a vigorous policy of weeding out virtually defunct 
companies. 

Causes of Company Failures 

The position is, however, alarming enough to demand close 
scrutiny. Why is it that such a large number of companies 
still continue to fail in our country ? 

According to a famous writer on business management, 
the causes of joint-stock company failures can be broadly 
divided into two classes: (a) those operating from outside 
and ( b ) those operating from inside. To the former class 
belong such causes as competition, change in the demand for 
the products of the company, operation of the business cycle 
and normal casualties. In the latter class lie such causes as 
archaic methods of production, slowness of collections, un¬ 
wise distribution of cash dividends, incompetent sales organ¬ 
isation, high operating expenses, over-capitalization, excessive 
floating debt, failure to make adequate provision for depre¬ 
ciation, and fraud. According to the same writer, all these 
causes are ultimately due to ‘incompetence’; inside causes 
are, of course, obviously signs of ‘incompetence’, but even 
outside causes may be said to be due to ‘incompetence’, 
because with good management, the evil effects of most of 
these causes can be modified even if the causes themselves 
cannot be humanly avoided. 1 

Now, in India, owing to the fact that for a long time indus¬ 
trial and economic policy was not completely in the hands 
of ministers responsible to the legislature, there was a tendency 
to exaggerate the outside causes and to minimise the inside 
ones. An impartial study of some of these industrial failures 
would, however, show that, in the majority of cases, they 
were what Gerstenberg would call the ‘results of incompetence 
and fraud’. Floatation by numerous adventurers of companies 
which were inevitably closed down within a few years of 
their inception not only entailed a loss involving crores of 
rupees to the unwary investors, but acted as a hindrance to 
the commercial and industrial development of the country 

1^* C. W. Gerstenberg. Financial Organisation and Management, New York, 
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by joint-stock enterprise. To put it bluntly, in India depraved 
business morality perhaps accounted for the largest number 
of company failures. The old company law left several loop¬ 
holes for unscrupulous promoters, and the shareholders had 
no protection against their actions unless these were found to 
be within the orbit of criminal breach of trust. 

Next to fraud, the most important cause of failures has 
been incompetence or inefficiency in the strict sense of the 
term. Very often, bona fide floatations launched with the 
best intentions and enthusiasm came to grief because their 
prospects and possibilities had not been carefully scrutinized. 
In one way in particular, the law connived at this form of 
incompetence, at least till 1936. The law left the determina¬ 
tion of the minimum capital with which to start business 
practically to the discretion of the promoters, subject only 
to the condition that the certificate for commencement of 
business should be issued on prior realization of 5 per cent 
of the subscribed capital as the application money. But as 
this percentage very often proved far too short of the capi¬ 
tal required even for the acquisition of lands and the con¬ 
struction of buildings and factory, the provision failed to 
afford any assurance that the company had attained the 
actual working stage. Numerous cases occurred in which, 
despite serious efforts to procure sufficient funds by disposing 
of its shares, a company failed to secure any substantial 
amount in excess of the statutory minimum, with the result 
that the company had to be closed down after the little money 
it had procured from its sale of shares had been spent in 
sundry preliminary expenses. 

The Amending Act of 1936 introduced a number of safe¬ 
guards to deal with mushroom and fraudulent companies. 
For example, it required that the minimum subscription (on 
which alone certificates of commencement of business could 
be obtained from the Registrar of Joint-Stock Companies) 
should be fixed by the directors upon a certain specified basis. 
The directors were to provide for (a) the purchase price of 
any property to be purchased out of the proceeds of the issue 
of shares, ( b ) the preliminary expenses, (r) commission for 
procuring shares, ( d ) moneys borrowed by the company in 
respect of the preceding matters, and {e) working capital 

AAAH 
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all of which meant that the minimum subscription had to 
be such as to provide not only for the acquisition of the neces¬ 
sities for the business to be carried on by the company, but 
also for the working capital. Again, while under the old Act 
there was nothing to prevent a company from utilizing moneys 
received from prospective shareholders even before shares 
were allotted to them, it was no longer possible under the 
Amending Act to do so. All such moneys were to be kept 
away from the reach of the company and its promoters, and 
to be kept deposited in a scheduled bank until a certificate 
of commencement of business had been obtained. 

In the matter of fraudulent companies, until 1939, apart 
from the ordinary remedy available under the Indian crimi¬ 
nal law, there was really no provision for the investigation 
and detection of frauds practised by some of the companies 
on the public. The Amending Act removed this omission 
and authorized the Registrar of Joint-Stock Companies to 
investigate cases of fraud brought to his notice. He could 
make an enquiry and report to the local Government which 
might, at the cost of the State, order the prosecution of per¬ 
sons who were believed to be guilty of an ofTencc in relation 
to the company. Any officer or director of the company who 
was convicted as a result of such prosecution was debarred, 
unless permitted by the court, from directly taking part in 
the management of a company for a period of five years. 

As we have seen, even these safeguards were not able to 
bring down the number of company failures in this country. 
It is not known how many of the failures in recent years 
were caused by deliberate fraud and how many by ineffi¬ 
ciency or incompetence, but the fact remains that consid¬ 
erable sums of money which could and should have been 


profitably utilised for development, have been lost to the 
country. The various safeguards 


provided under the Act of 


1956 have, however, put some brake on company failures 


caused by deliberate fraud. 



Chapter XI 

PROBLEMS OF MANAGEMENT 


Importance of Management 

As noted already, until even a decade ago, lack of finance 

£<“»«. * oid homo, -i;"'”" :z;‘ 

vision who pioneered new undertakings in the face of treme 
dous odds and who now have an honoured place in the 
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■ 'Management' i. a collective title for a group of men occupying a cerlain 
tiatus in flic hierarchy of a business undcrukmg. 
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inter-communication, with inter-relationships between the 
diverse elements which enter into production and exchange, 
so that the wheels of industry may be kept condnually on the 
move. In all the industrially advanced countries, management 
has become a new and exacting profession. ‘Managing a 
business is not just a matter of hunch or native ability.... 
The manager can, and is expected to, improve his perfor¬ 
mance in all areas of management through the systematic 
study of principles, the acquisition of organised knowledge 
and the systematic analysis of his own performance in all 
areas of his work and job and on all levels of management. 
In other words, in the competitive world today, the progress 
of a business undertaking depends very largely on the men 
that arc selected to manage it. 

Development of Management Personnel in India 

It is only lately that modern methods of management are 
being adopted in our country in replacement of old methods. 
The growing complexities of the unprecedented advances 
made in science and technology have brought in their train 
problems which cannot be tackled adequately by the old 
types of managers. Business enterprise no longer consists in 
merely finding the money or launching a project. The suc¬ 
cessful business man has to cope not only with the problems 
of assembling and making the most effective use of the physi¬ 
cal resources, but to integrate the work of a variety of special¬ 
ists and men each of whom is important in his own field or 
area of work. The complexities of the Company Law and 
the need to conform to the policies formulated and laid down 
by the State have also brought about a situation in which 
the actual management has to be entrusted to persons who 
can manage in the true sense of the term. 

Even in the most developed countries, however, good and 
efficient managers are not very plentiful. It is not to be 
wondered, therefore, that India has got only a handful ol 
such men. But the leeway is being made up. In the organised 
corporate sector, increasing reliance is being placed on quali¬ 
fied personnel—persons having knowledge of cost accountancy, 
business administration and/or personnel management. On 
the one hand, various refresher courses and seminars are 
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A Word of Caution 

A note of warning, may, however, be sounded here. Of late, 
there has been a tendency to treat the management profession 
as something like the sacred preserve of an £lite. An aura of 
mystery seems to surround some of the top business executives. 
They speak pedantically of the intricacies of the problems 
of management, giving the outsider the impression that it 
is a difficult art which can be acquired only by a select few. 
‘A good manager,’ it is urged, ‘has to be a great genius. 

Now, while it is not denied that, in the complex conditions 
of business today, a good manager must combine within 
himself a number of rare qualities, none of these are such as 
cannot be acquired by a person with the necessary flexibility 
of mind. Too much stress should not also be laid on the 
‘organisational’ aspect of the modern business. As has been 
brilliantly put in by William H. Whyte, ‘precisely because 
it is an age of organisation, it is the other side of the coin 
that needs emphasis. In our anxiety to make the organisation 
work, we have come close to deifying it. This is bad for the 
organisation. It is worse for the individual. In soothing him, 
it robs him of the intellectual armour he so badly needs. 
The individual must assert himself against the organisation 
which tries to swallow him up.’ 1 

Obligations of Good Management 

Another point to be noted is that, apart from professional 
skill, the management should live up to an ethical code of 
conduct. While the first obligation of the management is to 
the proprietor or the shareholder, he owes certain obligations 
to the employee, the consumer and the State as well. ‘The 
benefits extended to the employee must not be a matter of 
mere philanthropy, but an obligation, on the ground that he 
is as much entitled to good life as anyone else, He is, there¬ 
fore, entitled to fair wages, and to security. He is entitled to 
reasonably pleasant conditions of work and to have recrea¬ 
tional facility and opportunity. He is entitled to have oppor¬ 
tunities for advancement. If the business cannot carry him 

1 For a brilliant analysis of this dangerous trend in modem American 

t • ^ ^ us in India arc trying to copy, the reader is referred to 

William H. Whyte, Jr., The Organisation Atari, New York, 1959. 
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on the pay-roll, the employee is entitled to compensation 
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Quality goods, in full measure and at a fair price. » 

H im violation of this particular canon of the code of 

bU & £ ‘good management must be actively aware of its 

obligation towards the® State. This obligations does not end 

with the payment of taxes. It extends to («) ; 

Government with advice, guidance and even construe^ 

criticism in the formulation of a policy, 

out the Government policy faithfully, once it has been 

managements in our country today which live up to. these 
high obligations. To the extent that they do not they put 

a brake on orderly economic development, 
mately help private business enterprise if the State has 
intervene o' behalf of the employee or the consumer As 
has been aptly put by a dist.ngu.shed member of the top 
management, ‘if free enterprise is to actively survive in Indu 
it can only do so on the strength of the contribution it make 

to the common good.’* 


published by the Forum of Free Enterprise, Bombay. 19j9. 
* N. Dandekar. op. cit. 


N. Dande- 
Progrcss’, 
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COMPANY FINANCES AND PROFITS 


Introductory 

A contemporary phenomenon noticed in all important 
industrially developed countries is the growing importance 
of retained profits, accumulated reserves, and depreciation 
allowances as a source of finance for industrial development. 
In India also, over the last decade, these ‘internal finances 
have become one of the major components of the total funds 
made available to the companies. 1 Incentives are being pro¬ 
vided through fiscal devices so that accumulated profits are 
not frittered away, but re-invested in the business. 

It should be noted, however, that this source of finance 
is beyond the reach of new companies or those that are pa¬ 
ssing through teething troubles. It is available only to com¬ 
panies in a sound position and to those which have been in 

operation for a fairly long time. 

Another point to be noted is that the internal finances of 
a company are not available to other companies. If such 
funds were deposited with banks or investment companies, 
these could have been invested by the latter in other com¬ 
panies. Retained profits thus result in the withholding of 
substantial funds from the public capital market. 

Trend in Internal Financing 

Some light on this subject of ‘internal financing’ is thrown 
by four studies of company finances made by the Reserve 
Bank of India. The first study was made in 1957 in respect 
of 750 companies which represented 66% of the total paid- 
up capital of all public companies at work. According to 
this study, during the years 1950-55, internal sources contrib¬ 
uted Rs 265 crores or nearly 60 per cent of the total funds 
made available to these companies. 2 

1 This mnv be contrasted with the period prior to 1917, when despite sub¬ 
stantial prolits having been made, many companies dissipated a considerable 
portion thereof by declaring very high dividends and embarking on ancillary 
schemes of doubtful economic value. 

* Reserve Dank of India Bulletin, September 1957. 
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trend in capital and debenture issues 

The second study was made in 1958 in respect of 1 001 

companies, representing 76% of the total P^P 

all companies at work dunng the year 1957 Tins study 

placed internal sources at Rs 65.8 crores or 27.7 per cent o 
the total funds that became avadable to the compani . 

The third study was made in I960, also m respect of 
1)0 01 companies and for the year 1958 Accor^ng o this 
study, internal resources accounted for Rs 77.7 cro 

^rfolfstudy to n ok S place in 1960 and related » the 
year 1959. This study reveals that internal resources (Rs. 
99.7 crores) constituted 63 per cent of the total funds 

While too much significance should not bc ^mched o 
these fluctuations from year to year (the pos.uon is affected 
by facts and situations in particular industries in a P-Uc^ar 
vearl it is obvious that internal resources are becoming 
more' and more important in the matter of financing of 

industry. 

Trend in Capital and Debenture Issues 

The Reserve Bank studies referred to above also give a bird’s- 

75.7 per cent in 1956 to 62.0 per cent in 1959.; 

shares, on the other hand, showed a marked 'mprovemen 

and amounted to 22.5 per cent of the 1959 as 

against 14.2 per cent in 1958 1959. 

from 21.3 per cent of the total in 1958 to 15.5 p 

Over three-fifths of the debenture issues were ‘he “lummiu^ 

industry alone, while about three-fifths o t e p cn „j ncer ing 

were accounted for by the iron and steel 

industries. The rate of interest offered on debenture • g 

between and 7 per cent. 

i Reserve Bank of India Bulletin. August 1959. 

3 oft. cit. September I960. 

•up. cit. September 1961. 
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According to a further study made by the Reserve Bank 
of India, a feature in recent years has been the growing 
importance of ‘initial’ issues, i.e. capital issues by new com¬ 
panies, as compared to ‘further 5 issues, i.e. capital issues by 
existing companies. The proportion of ‘initial issues to total 
issues rose from 8 per cent in 1956 to 28 per cent in 1960, 
and, in the period January-June, 1960, it was as high as 

59 per cent. 

During the entire period January 1956 to June I960, 
out of the 314 new issues amounting to Rs 171 crores, 72 
per cent or 211 issues were in ordinary shares, 17 per cent 
or 76 issues in preference shares and 11 per cent or 27 issues 
in debentures. Then again, of the 211 ordinary share issues 
for Rs 123 crores, as much as Rs 57.81 crores or 47 per 
cent was by 10 giant companies. 1 

Trend in Borrowings 

One thing which has been very noticeable in recent years 
is the shift in emphasis from shareholders’ capital to a much 
greater reliance on borrowed capital. 2 This calls for a high 
degree of vigilance on the part of the management, as borrow¬ 
ings involve definite commitment for repayment of capital 
and interest. Before a company decides to borrow, it must 
carefully examine its ability to repay the borrowings as and 
when they become due, besides meeting a the periodic pay¬ 
ments of interest. On the other hand, if everything goes well, 
larger reliance on borrowing may even be of advantage to 
the equity shareholder, inasmuch as the interest payable 
on borrowings tends to be less and the residuary profits come 
to the shareholder in the shape of higher dividend on equity 
shares. It also increases the chances of capital appreciation. 

Sources and Uses of Funds 

In an admirable study just published by the Research & 
Statistics Division of the Department of Company Law 
Administration, a comparative picture has been given of the 
overall position of sources and uses of funds during the First 

1 Reserve Bank of India Bulletin , February 1961. 

* According to a study made by the Reserve Bank of India of 1,001 com¬ 
panies. their owned resources (i.e. paid-up capital plus free reserves and 
surplus) as a percentage of the total capital employed, declined from 52 
per cent in 1955 to 47 per cent in 1959. 
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CHANGES IN* COSTS 

and Rs 611 crores un favour of the external 

“^-brStXut * in *e 

111 As^regards'the use of 

S£ 19M be This g X S rds a proof ofThe i-reasing^empo.of 

industrial activity in the a»m ry. inventories 

have also been rising at arou nd 29% 

has, however, remained more or less stea y 

to 32% of the total net fixed assets. 

Changes in Costs j 

for 750 compames were blown up us g h^ anies- « 

^Thhf analyst 1 reveals t^comrary to popular belief, manu¬ 
facturing expenses as a percentage of lnc °™ jj^gso 51.42 
between 1950 and 1958. The figure was 56.35 in 195U, 3 
in lQ'SS and 48 39 in 1958. Even in the group ot salaries an 
wa^ the figure were 14.89, 14.41 and 13.82 respccuvcly. 
A similar, but less noticeable, trend could e se 
lories' as a percentage of sales: these ^e 34 48 m , 
30.10 in 1955 and 31.63 in 1958. It l-^ent^that tiie P ^ 

ciple of increasing returns has been p < nt > rupees 
The net assets of all the major industries 351.81 

had also risen from Rs 326.65 crores m 1950 to R**> 
crores in 1958. There is no year in which this trend w 

1 Vide Raj K. Nigam and N D. Ncw^Shi. 1%1 ; 

a _ * 0 {+rmr.e to tht Fttst citjcJ Seco . 1 :_Institute o£ Public 


1 Vide Raj K. Nigam and N D. Periods, New Delhi, 1961. 

particular reference to the Fust and Sec l PI Institute ot Publi 

1 * Quarterly Economic Report No. 26 ot 
Opinion. New Delhi. October 1960. 
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reversed. On the other hand, there has been a very subs¬ 
tantial change in the rate of rise, which was moderate between 
1950 and 1953 and then gradually got stepped up and rose 
to nearly Rs 100 crores additional a year from 1954 to 1958. 
Company incomes also rose from Rs 1149.56 crores in 1950 
to Rs 2082.21 crores in 1958. This is as it should have been, 
as the benefits of increasing returns can be seen only when 
investment begins to ‘fructify*. 

Company Profits 

In recent years, a good deal of criticism has been levelled 
at the alleged usurpation of huge profits by most companies 
to the detriment of the long-term interests of industry. The 
Planning Commission, for instance, referred in their First 
Five-Year Plan to the ‘arrears in replacenents’ which had 
been accumulating over a number of years and said that 
‘the scope for encouraging, through fiscal and other measures, 
the practice of ploughing back of profits for replacements 
or other capital expenditure, should be examined as early 
as possible.’ The Taxation Enquiry Commission also said 
that although the situation had improved in recent years, 
there was still a good deal of leeway to be made up by 

industrial enterprise in India. 

The above view has been contested by many business men. 
According to them, industry was not able to carry out replace¬ 
ments, because there was difficulty in getting the capital 
goods from foreign countries and not because it was unwilling 
to plough back profits into the undertaking. According to 
a survey carried out by the Employers’ Association, Calcutta, 
the total assets of 138 selected companies increased, during 
the period 1946-50, from Rs 335.3 crores to Rs 422.8 crores 
(an increase of Rs 87.5 crores) and, of this, Rs 26.5 crores 
were in respect of depreciation provisions and Rs 16.7 crores 
due to the ploughing back of profits. Actually, expenditure 
on block capital was even more: as much as Rs 47.0 crores 
were spent on this item. On the assumption that the sample 
survey represented 20 per cent of the whole private sector, 
according to this Association, the expenditure incurred on 
block capital during the above four-year period was in the 
neighbourhood of Rs 235 crores—not an inconsiderable figure 
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when viewed against the fact that the total paid-up capital 
of the sector in 1946-47 was about Rs 400 crores. It was 
therefore, argued that, if there was a leeway stdl to be made 
up the sameThould be done by Government. In the interest 
of maintaining progress and improving general efficiency, 
industry should be afked to bear only half the net differentia 
"while Government should agree to grant additional 

depreciation allowances, on a tax-free basis, for the ^" der ; 

All this is based on the argument that industrial profit 
We not been adequate. Now, whether profits are adequate 
or not L largely a matter of opinion. Industry naturally 
argues that, unless profits are on a given scale, capital an 
enterprise would not be attracted to business: others (i.e. 
the Government and the public) may hold a contrary view 
and say that, while there may be scope for certain further 
facilities being granted by Government, the scale of profits 
is unduly high—-especially in the context of a ‘social,sue 

Pa Data ffi 5 regard to trends in company profits and their 
allocations are, however, rather inadequate in this; coun, ry 
Until 1951, the index of profits was compiled by the Ui ic< 
of the Economic Adviser, Ministry of Commerce and Indu ry 
Government of India, and thereafter it is collected by he 
Reserve Bank of India. According to the figures compi e 
bv Government (with 1950 base=100), even net profits have 
been well over 115 since 1954. It cannot, therefore, be argue 

that profits are ‘inadequate . 2 nrrrucd 

The next question is how the profits which have accrued 

are being allocated. Here also, the informauon available is 

Sms* 

iaid up caphTof Rs 5 lakhs and above, and cover 19 major 

. Depreciation All^ce, ond R^cmcnt Co„s, i*ued by .he Employer* 
Association, Calcutta, DeccmbCT 19 j2. 

•Vide Appendices JX, and 'X published in the Rescnc Bank 

•Vide Company tmaners in inaia, v 

of India Bulletin. July 1955. 



176 


COMPANY FINANGES AND PROFITS 


industrial groups. According to the Taxation Enquiry Com¬ 
mission’s analysis, during the period 1946-51, tax provision, 
distributed profits, and retained profits, as percentages of 
profit before tax, constituted 44 per cent, 32 per cent and 
23 per cent respectively. During 1950-51, the percentages 
were 41 per cent, 37 per cent and 22 per cent respectively. 
The corresponding figures in the U.S.A. during 1949 were 

40 per cent, 28 per cent and 32 per cent. 1 

Of late, the Reserve Bank of India has been making regular 
studies of the trend of company profits. According to these, 
profits after taxation were quite high till 1955, compared to 
what they were in 1951-54. With 1950 base=100, profits 
after taxation stood at 149.8 in 1955, but fell down to 114.4 
in 1958. Profits before taxation were higher, the index num¬ 
ber being 150.8 in 1955 and 168.7 in 1958. 2 

These indices, however, measure the trends in the absolute 
quantum of profits. To assess the profitability of companies, 
one has to refer to the ratios of profits to capital employed 
or to net worth. Two index series for measuring this latter 
trend have also been prepared by the Reserve Bank. 3 These 
show that there has been a steady fall since 1955. The 
fall need not, however, cause undue alarm or worry. It has 
to be borne in mind that a part of the capital employed or 
net worth brought in through additional capital resources 
(e.g. loans from the World Bank to the iron and steel indus¬ 
try) would take time to be fully effective. During the penod 
of gestation, the return on capital employed is bound to be 

static or even low. 

Further studies carried out by the Reserve Bank of India 
in 1961 shew that, during 1959, there was a remarkable 
increase in profits, but a substantial portion of the same 
was ploughed back. Other notable features of the operating 
results were substantial increases in sales and other income 
on the income side, and salaries and wages, and excise duty 
on the expenditure side. 4 

The sct-back since 1955 cannot be ascribed to any fall in 

1 Quoted in Depreciation Allowances and Replacement Costs issued by the 
F.mployers' Association. Calcutta. 

’Vide Appendices IX and X. 

' Vide Appendix XI. 

4 Reserve Rank of India Bulletin, September 1961. 



COMPANY PROFITS 


177 


the turnover of the companies which, as a matter of fact, 
continued to rise. The set-back appears to have been caused 
more by larger provisions for depreciation and taxation than 
any other factor. Another contributing factor has been the 
increase in the volume of Union excise duues, which increased 
from Rs 52.55 crores in 1955 to Rs 159.06 crores in 1959. In 
the Reserve Bank studies, profits before tax have been arrived 
at after deduction of excise duty payments: as the latter 
have gone up sharply in recent years, profits before tax have 

^A^study made by the Research Division of the Indian 
Institute of Public Opinion, New Delhi, reveals the following 
facts for the period 1950-58: 

1950 1955 1958 

Profits before tax as percentage - 5 76 

of income • • *: 

Net fixed assets as percentage « , 290 40,91 

income • • * * 

Profits before tax as percentag ^ 140 8 

of net fixed assets .. - — 

These figures show that additional investment is taking place 

Sa.'r £.s ;3 1 i.« f - 

rise to the cry that Government’s fiscal policy is acting 
a brake on further industrial development. 

The latest figures reveal two notable trends, vi . ( ) 
growth in fixed assets and ■-en.one^ wa^much sma.hr 

than in previous years and (6) that t . £ 

recorded only a moderate rise in spite of the -denary 

rise in payment towards excise duty 1 

meeting ‘other expenses’ comprising salaries and wages, 

foyers’ contributions to welfare schemes, interest etc. 

12 
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Thus, the excise duty paid rose from Rs 149.16 crores to Rs 
159.06 crores, or by 6.6 per cent and ‘other expenses’ from 
Rs 493.21 crores to Rs 542.47 crores, or by 9.9 per cent, at 
the end of 1959 over the previous year 1958. While gross 
expenses thus recorded a rise, the sales expanded from 
Rs 1,831.66 crores in 1958 to Rs 2,002.15 crores in 1959—an 
increase of 8.1 per cent. Profits after tax also increased—from 
Rs 64.97 crores in 1958 to Rs 102.37 crores in 1959. 1 

Trend in Dividends 

A point often made is that the fall in the rate of dividends 
in recent years is acting as a disincentive to further invest¬ 
ment. Now, during the period 1951-58, most of the company 
managements followed a liberal policy with regard to the 
allocation of profits to dividends. Of the total profits available 
for distribution and for ploughing back in business, on an 
average, 60% were distributed to the shareholders during 
the period 1951-55 and over 64% during the years 1956-58. 
As percentage of equity share capital, the dividend rate has 
ranged between 8.2 and 11.8 per cent. 2 We thus see that, 
although the days of spectacular dividends are over, it cannot 
be argued that dividends paid to shareholders have been 
drastically slashed down. 

Future of Profits and Private Enterprise 

A good deal of outcry has lately been heard about the future 
of profits in the private sector. While production has been 
steadily on the increase, it has been argued by some that 
this tempo cannot be maintained indefinitely, because 
(a) productivity (as opposed to production) is not rising and 
{b) the future of profits is dark. Now, neither of these two 
statements stands the test of scrutiny. In so far as produc¬ 
tivity is concerned, contrary to popular belief, it has risen 
appreciably over the past few years. It is often overlooked that 
average productivity does not depend on the performance 
of labour alone: it is a function of the combined input of a 
number of other factors which are almost as important. 


1 Reserve Bank of India Bulletin, September 1961. 
a Vide Appendix XII. 
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e.g. equipment, resources, organisation and management. 
According to a note prepared by the Labour Bureau, while 
the index of gross ouput per worker at constant prices ; (v. ith 
1953=100) was 86.6 in 1947, it stood at 132.7 in 1958 the 
latest year for which figures are available. The ELAl'fc 
report for 1959 also shows that, although productivity is 
low compared with countries in Europe, the output per worker 
has been rising steadily in recent years. The moral in so 
far as industrial enterprise is concerned, therefore, is that the 
factor of productivity should not act as a damper. 

As regards the future of profits, we have seen already that, 
contrary to popular belief, these have not been going down at 
all. Despite the heavy taxadon of both personal incomes an 
company profits, most well-managed companies have been 
declaring good dividends. If the prices of scrips on the 
Stock Exchanges are any guide, entrepreneurs m India to ay 
are having a very good time indeed. In the protected economy 
which has been brought into existence through the com¬ 
pulsion of rapid development, almost unlimited opportunities 
have been thrown open to private enterprise. 

Profits apart, both entrepreneurs and managements stl 
manage to secure for themselves various kinds of fringe bene 
fits”—of which the ordinary shareholder is hard.y aware. 
Some of them manage to have incomes which remain high 
despite taxes and regulations. Others have “expense accounts 
of a far-reaching character. As noted earlier, even the 
stringent provisions of the amended Indian Companies A 
have not been able to put a stop to undesirable, but not 
illegal, company practices which enable business men to 
earn commissions and incomes to which, strict y spea g, 
they are not entitled. Finally, entrepreneurs and managers 
do not always think in terms of the money they earn. 
than money, they value the prestige and power t lat go \\i 
the direction and management of industry. 1 There ore, even i 
profits were to remain stationary for a few years, t icsc ot er 
benefits and advantages would continue to provi etc neces 
sary incentives to our entrepreneurs and managers. 

1 For a brilliant exposition of the incentives of 
reader is referred to C. Wright Mills. The Pouvr Elite, New York. 1957. 
and Vance Packard, Status Seekers, New York, MW. 



Chapter XIII 

INDUSTRIAL ENTERPRISE AND THE 

PUBLIC SECTOR 

The Evolution of the Public Sector 

The story of the evolution of the public sector “ 
economy and polity of India is a very recent one. Unlike in 
Western countries like the U.K., France, Germany, Sweden 
and Italy, its history in India can be compressed within he 
last decade, or, to be more precise within the period followi g 
the attainment of independence by India in 1947. 

Although planning has been the main topic in India e^r 
since the Congress Party assumed power in the Provinces 1 
1937, the idea that development should be 
State actually managing industrial concerns 
root until well after 1947A As we have seen already, it was 
only after a Constitution had been framed laytng down the 
‘Directive Principles’ of State .policy that the matter assumed 
importance. The issue received its final imprimatur or sea 
of approval in the Report of the Planning Commission da jg 
7 December 1952. There was a definite acceptance of t 
principle of nationalisation, together with the general cave 
hat even those undertakings which would operate in the 
private sector might have to be subjected to State regulation 

^The^specific projects and enterprises which have been 
initiated in the public sector since 1947, may be edified 
under five broad heads: (a) defence and strategic “ tabllsh 
ments; ( b) public utility undertakings; (c) shipping; (d) mdus- 

tries proper; (r) other projects. 3 

■ Prior «o 1947. there was virtually no -public 
The only instances worthy of ^of India. (0 

7he C Sancea P nd Akcrait factories and $ a few Sute-raanaged undertaking, 

^e Rep'on 1 oT'th^NaaTna?Xn^ing Committee, set up under the 
auspices of the Indian National Congress, did not envisage the sctu g j ° 

« SSWE iw. 
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We are concerned here with industries and other projects 
only. Of these, the most important are the Sindri Fertilisers 
and Chemicals, Ltd., the Hindustan Machine Tools, Ltd., 
the National Instruments, Ltd., the Hindustan Housing 
Factory, Ltd., the Indian Rare Earths, Ltd., the Hindustan 
Antibiotics, Ltd., the Bharat Electronics Ltd., the Hindustan 
Cables, Ltd., the Chittaranjan Locomotive Works, the Integral 
Coach Factory, the Indian Refineries, Ltd., and the three 
steel plants set up at Rourkeila, Bhilai and Durgapur respec¬ 
tively. In addition to these, which have been sponsored by 
the Central Government, there are projects sponsored by 
the Governments of the constituent States: the most impor¬ 
tant of these are the U.P. Government Cement Factory, the 
Superphosphate Factory of the Bihar Government, the Sirsilk, 
Ltd., (producing artificial silk) in Hyderabad, the Sirpur 
Paper Mills and the Coke Oven cum Gas Grid Project in 
Durgapur, West Bengal. 

An idea of the relative importance of the public and private 
sectors in the country today may be gauged from the fact 
that at the end of 1950-51, the book value of gross fixed 
assets owned by the Central and State Governments, to¬ 
gether with the working capital in the enterprises concerned, 
amounted to Rs 1,236 crores, as compared to Rs 875 crores at 
the end of 1947-48. 1 Of the former, Railways alone (including 
Railway industries like the Chittaranjan Locomotive Works) 
accounted for Rs 837 crores; and industries proper, Rs 44 
crores. 

In the First Five-Year Plan, the total investment in the 
economy was Rs 3,360 crores, out of which investment in 
the public sector was Rs 1,560 crores. In the Second Plan, 
which commenced on 1 April 1956, and ended on 31 March 
1961, the target of investment in the two sectors combined 
was Rs 6,750 crores, the ratio of public to private investment 
being 54:46. During the Third Five-Year Plan period, the in¬ 
vestment envisaged in the public sector alone is Rs 6,300 crores, 
while that in the private sector would be about Rs 4,100 crores. 2 

1 As against this, the value of the productive assets in the private sector (ex¬ 
cluding agriculture, small-scale industry, transport and residential housing) 
in 1950 was estimated at Rs 1,472 crores. Vide The First Five-Year Flan, 
New Delhi, 1952. 

* Planning Commission, The Third Five-Year Plan, New Delhi, 1961. 
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The above figures represent investment (or expenditure) 
in all spheres of economic and social activity. Even in the 
restricted sphere of large-scale industries, minerals and electric 
power, however, the accent on investment in the public 
sector has increased progressively since 1951, when the First 
Plan was launched. The ratio of the projected expenditure 
under these heads in the public and private sectors in the 
Third Plan is over 2:1 as against less than 1:1 in the First 

Plan. 

Problems Posed by the Public Sector 

The assumption of direct responsibility for industrial develop¬ 
ment by the State raises problems of various kinds both 
internal and external. The internal problems are those relating 
to (a) organisation, ( b ) price-fixing and (r) labour relations. 
As regards external problems, the very fact that a considerable 
proportion of the capital and enterprise of the country flows 
into the public sector has its impact on the flow of capital 
and enterprise into the private sector. 

Let us consider the internal problems first. The most impor¬ 
tant of the internal problems is that of organisation, i.c. how 
the socialised industries should be managed so as to yield 
the highest production at the least cost. While no uniform 
rule can be laid down regarding the form of organisation in 
a nationalised undertaking, the general pattern in almost all 
countries is that such undertakings are managed by quasi- 
independent corporations. The success or failure of such a 
corporation depends largely on the quality of the Board 
directing it, as it is the Board which takes most decisions on 
policy and all decisions on administration. Unlike that of a 
private company, the Board of a State undertaking has a 
special responsibility to the consumers, the employees, the 
Government and indeed to the entire nation. The composi¬ 
tion of the Board and the manner in which the members 
thereof are selected arc, therefore, very important from more 
than one point of view. While there cannot be any rigid 
rule about the size of such a Board, it is obvious that selection 
should be confined to persons who have wide experience in 
the appropriate field of activity. 

What should be the powers and responsibilities of such a 
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Board? In a private undertaking, the Board of Directors is 
responsible only to the shareholders, but the very concept of 
a State undertaking implies a certain degree of control of 
policy by Government. At the same time, efficiency can be 
secured only by decentralisation of management. The ques¬ 
tion is how to strike a balance between these two conflicting 
principles. This, however, is an exceedingly delicate and 
difficult task. Excessive use of parliamentary control may 
diminish the autonomy of the Board and undermine its ability 
to make quick decisions and secure efficient management. 1 

The other two internal problems are those of price-fixing 
and labour relations. As regards the former, intricate social 
and other considerations complicate the issue. While private 
industry must, in the long run, receive prices which cover 
total costs (including taxes) and provide sufficient net return 
to attract venture capital, Government may allow extra¬ 
commercial considerations to enter into the determination of 
its supply prices. ‘The interests of Government are inevitably 
broader than those of private enterprise. The consequence to 
cost calculation of broader public interst is that almost every 
Government-produced good is more than one good—it is a 
good providing individual utility to the buyer, while at the 
same time providing utility to the community in terms of 
more general welfare. Hence the operation of some public 
industries at less than cost (the remainder to be made up 
from the general revenues) can be justified.’ 2 There is, how¬ 
ever, a danger that in those public undertakings which partake 
of the character of ‘insulated’ monopolies, prices may be fixed 
not at less than cost, but even at well above cost. In a prj v J te 
enterprise, competition provides the ‘natural safeguard for 
the consumer: although the primary aim is to maximise 
profits, the service rendered to the consumer is also an 
incidental consequence and the forces of competition help to 
bring the prices to the level of actual costs. In a public under¬ 
taking, on the other hand, the ‘take it or leave it attitu e is 
likely to dominate and make it extremely difficult for the 
consumer to influence price policy. 

‘ Ernest Davies, National Enterprise, London, 1956. See also N. Das. The 
Public Sector in India , Bombay, 1901# Chapter VII. 

* Philip E. Taylor, The Economics of Public Finance, New York, 19 j6. 
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Labour relations also take on a special character in a 
State-managed undertaking. With the advantage of being 
able to work under insulated and often non-competitive condi¬ 
tions, labour wants to make its influence felt in two ways— 
(a) by demanding representation on the executive boards or 
on bodies associated with such boards and (b) by securing 
special benefits (e.g. higher wages, security of service, better 
housing and other amenities) for itself. The former demand 
impinges on the managerial organisation while the latter 
affects prices. And this has its repercussions on the private 
sector as well. It is not possible to isolate the workers in the 
public sector from those in private undertakings: so when 
the former demand a ‘correct’ or ‘scientific’ wage, the question 
arises whether such a wage can be granted without causing 
repercussions on costs and also on the general wage leve in 
the country as a whole. 1 

The Organisational Set-up in India 

In India, the joint-stock form of organisation has been 
attempted in most of the industrial undertakings in the public 
sector. The capital of these joint-stock companies is fully 
contributed by Government and is held in the name of the 
President (or the Governor) except that a few shares are held 
in the name of one or two officials, because the establishment 
of a private limited company requires at least two share¬ 
holders. 2 In form, these companies are like any other com¬ 
panies: they have an elaborate memorandum and articles of 
association; these latter provide for share transfers, general 
meetings and all the other paraphernalia of a joint-stock 
company. But in actual practice this is all on paper, because 
generally a single Government (sometimes two Governments) 
is the shareholder. The Boards of Directors of these companies 
are all nominated by the controlling Government and they 
follow a general pattern. There is a Chairman, who is generally 
the Secretary of the Ministry in charge of the particular 

1 United Nations, Some Problems in the Organisation and Administration 
oj Public Enterprise in the Industrial Field, New \ork, 1954. 

2 Nearly two-thirds of the Government companies have been organised as 
‘private limited’ companies. The word 'private’ has, however, been dropped, 
as it gave the anomalous impression that the companies concerned were not 
Government undertakings. 
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enterprise. There is invariably one officer, generally from the 
Finance Ministry, of the rank of Joint Secretary. There are 
officials of one or tvvo other Ministries who have close con¬ 
nection with the working of the particular enterprise. All 
these Directors are nominated ex officio and, therefore, any 
transfer in their postings means a change in the composition 
of the Board of Directors. In most of these Boards, there is 
also a sprinkling of a few non-officials—one or two business 
men and sometimes a labour leader. 

As regards concerns which are not fully, but only partly, 
owned by Government, the Government reserves the right 
to nominate a certain proportion of the Directors. Their 
number varies with the proportion of the Government’s share¬ 
holding and the relationship of Government with that partic¬ 
ular concern. A large number of the Directors nominated 
by Government are officials who are connected with the 
particular activity and the rest arc non-officials who are 
considered to be experienced in that particular line. 
In most of these concerns, Government reserves certain 
special rights: for example, Government’s approval has to 
be obtained for the raising of new capital, for large expen¬ 
diture on certain items and for the appointment of top 
officers.. 

The organisational set-up of industrial undertakings in the 
public sector has evoked a good deal of criticism in recent 
months. Although the joint-stock form of organisation is now 
the rule rather than the exception, 1 in actual practice the 
advantages of elasticity and efficient management have not 
been fully secured. ‘The lack of definite rules laying down 
their relationship with the controlling Government, the legis¬ 
lature, the labour employed, the consumer and the general 
public, has meant in many cases lack of proper accountability 
which has led to its being described as a “fraud on the 

constitution”.* 2 

In the new Companies Act, Government companies have 
been assigned a special position. A Government company is 

1 At a certain stage. Government held the view that a statutory semi-auton¬ 
omous corporation was better than a joint-stock company, but this view no 
longer finds acceptance. 

2 The Indian Economic Journal , Bombay, October 1 ( J54. 
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defined as one in which the Central and State Governments 
alone or together hold at least 51 per cent of the share capital. 
In such cases, Government has the power to determine which 
provisions of the Act should appply. 1 This provision has been 
criticised in many quarters on two principal grounds: (a) 
the provision is discriminatory against companies in the 
private sector and ( b ) it takes out Government companies 
from the general orbit of State control and regulation. Even 
if all or most of the shares are held by Government, 
there is no justification for discriminatory provisions. It can¬ 
not be argued that, either at the bureaucratic or political 
levels, the amount of incompetence and corruption is less 
than is common among the less well-managed companies in 
the private sector. Where an enterprise is run entirely as a 
departmental responsibility, there is the usual control of 
Parliament; where it is not so and Government chooses to 
adopt the company method, there is no reason why it should 
not subject itself to its disabilities as well, when it seeks the 

privileges of the corporate structure.’ 2 

The same view was expressed by a number of members of 
Parliament at the time the Companies Bill was debated on 
the floor of the House. ‘These provisions would enable Govern¬ 
ment to exempt so-called Government companies from the 
control of both the Parliament and the Act.’ ‘All real power 
is taken in the hands of the executive and would be liable to 
the vagaries of executive discretion without any real control 

by Parliament.’ 

On behalf of Government, it was argued that Government 
companies, owing to the very fact that they represent public 
interest and not the interests of groups of shareholders, should 
stand on a different footing from companies in the private 
sector. It was pointed out, for example, that the provisions 
requiring the supply of information to shareholders and the 
submission of returns, as also the power given to the Auditor 
General to direct the manner in which audit should take 
place, to conduct suplementary and test audits, and to 

1 The power is given by Section 620 of the Act. In actual practice, however, 
this power is exercisable by Government subject to the overall control of 
Parliament. It is also significant that, to date, no occasion has arisen requir¬ 
ing Government to make use of this power. 

*The Eastern Economist, New Delhi, 29 July 1955. 
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comment on the audit report (the comments of the Auditor 
General are required to be placed before the general body 
meeting) provided adequate safeguards against executive 
tyranny. 

It is very difficult to say at this stage whether this confer¬ 
ring of a special status to Government companies, as defined 
in the Act, would ultimately be in the national interest. In 
this matter, a compromise has been attempted between two 
conflicting considerations. On the one hand, it has been felt 
that State undertakings, which have as their objective the 
promotion of something above and beyond the interests of 
private shareholders must have a certain amount of freedom 
which cannot be accorded to enterprises operating within the 
private sector. Control of State undertakings should, therefore, 
be exercised through a different set of rules and practices and 
the State must be the ultimate authority to decide what 
these rules and practices should be. On the other hand, there 
is no case for autonomous Statutory Corporations, as such 
institutions tend to operate as independent bodies with objec¬ 
tives and policies often at variance with the general economic 
policy of the Government of the day. In the new Act, a 
golden mean has been attempted between autonomy and 
control. 

The problem of management of State industries has also 
been discussed in the recent reports of the Estimates Com¬ 
mittee of the Parliament. On many occasions, the Committee 
has pronounced a categorical disapproval of industries run 
on a departmental basis—which it considers unsuitable for 
any public or commercial activity except for Posts and Tele¬ 
graphs and, to some extent, the Railways. The Committee 
has remarked that the setting up of undertakings as public 
limited companies has not also improved matters. ‘For all 
practical purposes, they have functioned like private limited 
companies and, in spite of the safeguards which Parliament 
recently provided in giving a special position to Government 
companies under the new company law, it is unlikely that 
this would change matters.’ This, however, runs counter to 
the other point made by the Committee, viz. that the Direc¬ 
tors of the Boards of various public undertakings, being 
mostly nominated officials of Government with no experience 
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of business management, have not^contributed to the| efficienf 
functioning of industry. The Committee has therefore 
recommended the abolition of the present system of nomination 
and its substitution by a Board of Managing Directors consist- 
ing of men of wide experience, preferably from private busi¬ 
ness or those who have some knowledge of financial and 
technical matters. ‘This Board must be given the freedom to 
which they have been accustomed in their own particular 
fields of activity and a new system of relationship should 
be found between the Minister and the Board which 
would terminate the existing departmental status of public 

U difficulties''have arisen mainly from the Milemma of 
public enterprise’, viz. the effort to achieve ho* busing 

flexibility and public accountability. The JSLj m 
occurred because of the insistence on max,mum flexibility as 

well as maximum accountability. Unfortunately, the^ greater 
the insistence on accountability, th< less the possibihty o 
being flexible, and vice versa. One cannot have the best 

of both worlds. 2 . 

The question of price-fixing has also posed difficult prob¬ 
lems for undertakings in the public sector in our country 
The latest thesis that State enterprises should be so ™" duc ^ d 
as to yield ‘planned profits’, was first enunc.ated a ffie A1 
India Congress Committee Seminar on Planning " 

Tune 1959. Now, this overlooks two important facts. Firstly, 
in a private enterprise economy, competition, however im¬ 
perfect, provides a natural safeguard for the consumer. In 
a public undertaking, on the other hand the take it or leave 
it’ attitude makes it extremely easy for Government to inflate 
the price of the product. Secondly, a ‘profit-price policy 
provides a convenient cover for inefficiency. In a^ private 
enterprise, competition ensures a reasonable standard of e 
cient operation, but in India, where many public-sector 
undertakings do not yet satisfy the normal commercial tests 
for efficiency, prices may be, and are, artificially boosted so 

1 Thirtx-third Report o/ the Estimates Committee of Parliament, 195S)9, 

N ^'f or'a'detailed exposition of this -dilemma 1 , the reader i^efeired to the 
author's The Public Sector in India. Bombay, ^'’ Chapter MI. See 
A. H. Hanson, Public Enterprise and Economic Development, London, 
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as to yield a profit, thereby shifting the cost of inefficiency 
l °As^regards industrial relations in State undertakings, all 
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A Factual Note on Government Companies 

On the 31 March 1961, there were 139 Government com- 
less than that of non-Governmcnt companies, t e pai up 
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capital is quite high, as will be evident from the following 
Table: 

Position of Government Companies in the Total Corporate Sector 


Year 

Govt. 

. Cos. 

Non-Govt. Cos. 





endinc 

No. 

Paid-up 

No. 

Paid-up 

o 


Capital 


Capital 



(In crores of Rupees) 


1935-56 

61 

66.0 

29.813 

958.2 

1956-57 

74 

72.6 

29,283 

1.005.0 

1957-58 

91 

256.8 

28.189 

1,049.5 

1958-59 

103 

424.2 

27,376 

1,085.6 

1959-60 

125 

468.4 

26.796 

1.124.7 

1960-61 

139 

498.4 

25,969 

1,226.2 


A study recently carried out by the Reserve Bank of India 
in respect of 50 representative Government companies shows 
that while the total paid-up capital was Rs 463.73 crores, 
borrowings amounted to Rs. 287.6 crores (including Rs. 
266.01 crores from Government alone). The gross fixed 
assets amounted to Rs 544.1 crores, total depreciation Rs. 
50.84 crores, inventories Rs 82.79 crores, and other assets 
Rs 29.32 crores. 1 


1 Reserve Dank of India Bulletin, January, 1962. 
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SAVINGS, INVESTMENT AND CAPITAL 

FORMATION 

India's Potential Financial Resources 

We have seen in. an earlier chapter that, until recently, the 
flow of enterprise into industrial undertakings was governed, 
to a considerable extent, by the availability of finance. 
Although the situation has altered considerably during the 
past two decades or so, finance, in the sense of the ultimate 
financial resources of the country, has not ceased to be impor¬ 
tant. The emphasis has, however, shifted from its quantitative 
aspect to the aspect of its mobility and quality, from the 

‘mechanics’ of finance to its ‘physics’. 

Even a rough estimate of the ‘total financial resources 
available in the country is difficult because it includes such 
indeterminate items as {a) the resources of moneylenders and 
indigenous bankers and (b) the hoards. We know more or 
less accurately the total paid-up capital, reserves and deposits 
of agencies like the joint-stock banks, exchange banks, co¬ 
operative banks, insurance companies and post-office savings 
banks but we have no exact information about the quantum 
of capital handled by the indigenous shroffs. It is true that 
in their evidence before the Committee on Finance for the 
Private Sector, the Bombay Shroffs’ Association stated that 
the annual turnover of their members was about Rs 10U 
crorcs, but they could not furnish any figures regarding the 
amount of finance lent by them to small and medium-scale 
industries to meet their requirements of working capital. 

As regards hoards, we are equally in the dark. Many 
conflicting statements have been made in the past regarding 
the amount of hoards in existence, but this has been due 
largely to the fact that the word hoarding was used rather 
loosely. It was argued that it is the locking up of surpluses 
in gold or silver bullion or coin, which hampers economic 
development, and not the industrial and social use of the 
precious metals. Even if we concede this, it cannot be denied 
that a considerable amount of money is being ‘hoarded as 
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gold bullion or coin. The only difference in the situation 
L it obtains to-day and as it was, say, fifty years ago, is that, 
in those days, it was the cultivators and landowners who 
used to lock up their surplus earnings in silver or gold. The 
slow but steady erosion of their incomes, caused by such 
factors as increased cost of living, higher taxation and he 

taking over oflargelandholdingsby Government, hascompeUed 

this class of people to disgorge most of their hoards Then 
place has, however, been taken by a new class of hoarder^ 
viz. profiteers, blackmarketeers and traders. Two factors 
have been responsible for the recent spurt in hoarding. 
Firstly, the high taxes on personal income and wealth, which 
have been a feature of the Indian taxation system since 1946, 
have prompted many people to conceal their income in the 
form of gold bullion. Secondly, the almost continuous y 
inflationary situation which has been prevalent since World 
War II has shaken the confidence of a certain section oi the 
moneyed people in the stability of the rupee: they are clinging 
to bullion as the only ‘safe’ investment—safer than even 

industrial securities. , .. n 

Whatever the reasons for hoarding, the locking up 

investible funds in bullion retards economic development. 

At a time when Government is in need of increasing funds 

to meet its obligations under the Five Year Plans its anxiety 

to get at these hoards is understandable. Unfortunately, 

no practical method has been devised whereby this idle money 

ean be put to economic use. Government is using the 

language of both gentle persuasion and threat, but the hoarders 

are well aware of the difficulties of officialdom. As long 

as Government is unable to put a stop to the large-scale evasion 

of taxes on personal income and wealth and also to curb 

the inflationary spiral, hoarding (with its attendant evil, 

the smuggling of gold and silver) will continue unabated. 


Factors Inhibiting Investment in the Private Sector 

What are the reasons which tend to inhibit investment in the 
private sector? Now, private investment is governed by two 
principal factors, viz. willingness and ability to invest. The 
willingness to invest may be reduced by economic, political 
or psychological uncertaindes. Then again, the ability to 



FACTORS INHIBITING INVESTMENT IN PRIVATE SECTOR 1 93 


invest may be diminished by contraction of the savings 
available to the private sector. Both these factors have been 
at work in India. 

It was stated by the Committee on Finance for the private 
Sector that willingness to invest was affected by (a) the threat 
of nationalisation, ( b) procedural uncertainties and difficulties, 

(c) Government’s labour policy and labour legislation and 

(d) various forms of control and regulation. 1 Let us consider 

these factors one by one. . ' . 

Firstly, we may consider the threat of nationalisation. 

‘There is, in the country-, a widespread feeling that, despite 
the importance given to private investment in the Five-Year 
Plans, private enterprise is in practice tolerated rather than 
accepted as an instrument of development.’- This feeling has 
been reinforced by the series of legislative measures under¬ 
taken in recent years to regulate the private sector and also 
by the amendment of the Constitution making the fairness ol 
compensation, in the event of nationalisation, a non-justiciable 
issue. Frequent references to the statutory power of nationali¬ 
sation by Government spokesmen have in the past increased 
rather than allayed the fears of potential investors and entrep¬ 


reneurs. , , , 

The second inhibiting factor consists in the procedural 

uncertainties and difficulties in starting a. new enterprise or 
expanding an existing enterprise. These have been caused 
directly by the regulative powers assumed by the Mate. 
Firstly, any party wishing to establish a new unit or substan¬ 
tially to expand an existing unit in a ‘scheduled industry 
must take out a licence under the Industries (Development 
and Regulation) Act. This usually takes at least three to six 
months from the date of application. Secondly, if financing 
such a project involved floatation of new issues on the capital 
market, sanction for the issue must also.be obtained from 
the Controller of Capital Issues. And if the project requires 
the importation of machinery or other material, import 
licences and foreign exchange must be secured. All these 
steps have to be taken by any promoter of a new unit, in 
addition to compliance with the normal procedure laid down 
in the Indian Companies Act. ‘While these regulations have 
> Report ol Hie Committee on Finance for the Private Sector, Bombay. 1954. 
Ch. III. 
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the legitimate purpose of conserving domestic and foreign 
capital^and canning them into desired “ of acUvity 
they have also the effect of delaying and retarding private 
investment.’ The inevitable bureaucratic delay m dealing with 
applications has also been an important inhibiting factor 
P The third cause which is said to have had a considerable 
advene repercussion on private investment is Government s 
labour policy and labour legislation. With the increase in th 
cost of living in the war and post-war years a variety ot 
additional obligations to compensate labour have been im¬ 
posed by legislative measures adopted by the Cenitra 
State Governments and by the Awards of Industrial Tribunals. 
Apart from the effect of these measures on the costs of labour 
to industry, they have greatly reduced the freedom of employ¬ 
ers to adjust the labour complement or to enforce disciplinary 
measures or to radonalise in order to step up productivity. 
Ultimately, they have adversely affected initiative and the 
flow of venture capital, with deleterious consequences on 

expansion and modernisation. . 

Finally, there are some industries which are subject to 

special regulations in regard to price, production or distri¬ 
bution. In the coal, cement and iron and steel industries 
for example, prices are fixed and distribution of theproduct 
regulated by Government. Price or distribution controls or 
both arc also operative in respect of the products of a number 
of Other industries, under the Supply and Prices of Goods 
Act, 1950. These are said to have hindered the maximum 
mobilisation of internal resources for the expansion or rehabil¬ 
itation of industry. ‘In the case of steel and electricity under¬ 
takings in particular, the restrictions imposed by Government 
have not only limited the internal resources of these industries, 
but rendered difficult the attraction of new capital, because 

of the low rate of return on investment.’ . 

As regards diminution of the ability to invest, the following 
facts arc relevant. Such factors as increased labour costs and 
restrictions on prices have not only affected the willingness 
to invest but have also reduced the quantum of resources 
that could be utilised for reinvestment. Secondly, the price 
rises in the war and post-war years, along with increased 

1 Government has recently taken certain steps to speed up the disposal of 
applications. 
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taxation, have reduced the capacity of fixed income earners 
to save. Again, as a result of the social and political changes 
which have occurred in the past few years, some of the tradi¬ 
tional investing classes like the princes and the zamindars 
have ceased to be substantial supporters of the investment 
market. 

The heavy borrowings by Government also have had their 
repercussions on private investment in the industrial sector. 
Since 1951-52, borrowings by Governments in the organised 
capital market have been substantial. 1 There has been a 
considerable diversion of voluntary savings into Government 
Securities and correspondingly the resources available for 
investment in industrial shares and debentures have been 
reduced. In the past, the reduced confidence in industrial 
management as a result of malpractices by some sections of 
the entrepreneurial community also contributed to this pre¬ 
ference for Government Securities. ‘There were several weak¬ 
nesses within the private sector itself which tended to make 
the investors shy of subscribing to industrial shares and 

debentures.’ 

The investment climate has, however, changed considerably 
since the inception of the Second Five-Year Plan. In so far 
as personal savings are concerned, it appears that more and 
more people arc becoming investment-conscious. The number 
of shareholders who have put in their savings in shares and 
debentures of industrial undertakings has gone up appreciably. 
As a matter of fact, the striking success of several industrial 
issues of established companies, or even of new companies 
when they have been promoted by entrepreneurs in whom 
the public have confidence, is a proof of the broadening 
character of the investment market in India. In many such 
cases, the number of applications received and shares applied 
for were far in excess of the shares offered. 2 Of late, some of 
the new issues have been offered at a premium and yet they 

have been snapped up in no time. 

At the same time, it is doubtful if the ordinary man has 

really become investment-conscious. The upward shift in the 
prices of agricultural products and the large outlay by Govern- 


•For e deK d i X c H XI T.' Parckli. The Future of Joint-Stock Enterprise in 
India, Bombay, 1958. 
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m ent in the rural areas have added to the income of the 
agriculturists and, to some extent, some of these latter have 
been investing a part of their additional earmngs m certai 
types of undertakings. But the factory workers and the^so- 
called middle classes do not appear to have changed, th “ 
investment habits. Although the real earmngs of factory 
workers have increased, they are still inclined to spend the r 
extra income on immediate consumption. As re g ards ^ 
middle classes, their real earnings have actually gone<*ow 
and hence even if they had the wish to save, they do no 
have the capacity to do so. Most of the new investors are drawn 
from the ranks of members of the upper middle class and of 
such business men and traders as have made a lot of money 

since the days of World War II* i r 

' A recent study conducted by the Reserve Bank of India 

also supports the above view.t Aldiough the authors of th 
study have sought to establish that ‘there has taken place in 
recent years some broadening of investment by' P«g £ 
shares', the statistics quoted by them show that betwee 
1955-56 and 1958-59 (the latest year for which fi 8 uresa 
available), (a) the largest increase in the number of share 
holders took place in the income-group above R- 25 °00 
(the percentage increase was 36.7 as aga.ns an me ease of 
037 per cent in the income-group below Rs , , 

11) ,he proportion of shareholders in the income-range below 
Rs 5,000 actually declined from 52.2 per cent in 
48.2 per cent in 1958-59 while that above Rs 5,000 increased 
from 47.8 per cent to 51.8 per cent. In other words share¬ 
holders in the upper income-range continue to be the main prop of 
Me investment ml, in M,a. The figures cited by the Reserve 
Bank of India conclusively prove that, while the investment 
market has broadened to some extent, it has not broadened 
in such a manner as to make India’s capitalist sector a people 

capitalism’. 

Scope for Mobilisation of Untapped Resources 

There arc many people who believe that the sources of capital 
have not dried up, but that instead they have merely shifted 
from the urban to the rural sector. According to this school 

'Vide the article entitled ‘Broadcuinfi of /mrsfmenf in S/mr« tn^ud.a , 
published in the Reserve Bank of India Bulletin for December. UW. 
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of thought, what is needed is intensive propaganda among 
the new class of ‘potential’ investors and the creation of 
‘facilities’ for the mobilisation of such savings. 1 There has 
been tremendous increase in agricultural production in rural 
areas, and cottage and village industries have also received 
a new fillip as a result of the more positive policies pursued 
by the State. According to the Planning Commission, the 
largest addition to national output was to have come fiom 
the agricultural sector and, in due course, agriculture and 
cottage and hand industries (mostly distributed in rural areas 
and small towns) were expected to make as much contri¬ 
bution to the national output as all the other scctois put 
together. The expectations have largely materialised. In then- 
latest Report, published in 1961, the Central Statistical 
Organisation estimated that, of the total net national pioduct 
of India in 1960-61 amounting to Rs 12,690 crores, at 1948-49 
prices, as much as Rs 5,860 crores or nearly 46 per cent was 
contributed by agriculture, animal husbandry and aIIhc 
activities. The corresponding figures in 1949-50 were Rs. 
8,820 crores and Rs 4,360 crores respectively. 2 

In other words, the national income has been increasing 
in the rural areas also, both absolutely and relatively. It 
is true that part of the increase is being used up in consump¬ 
tion, but as was pointed out in the General Report on All-India 


Rural 
power 


Credit Survey , a good slice of the increased purchasing 
in the rural areas could be mobilised into productive 


channels if proper investment facilities were piovided in 
those areas. The private credit agencies (i.e. the commercial 
banks and indigenous bankers and moneylenders) operating 
in these areas were not able to lap these increased earnings 

in any satisfactory measure. 

In recent years, various steps have been taken by Govern¬ 
ment to mobilise such savings. The integrated scheme o nita 
credit drawn up by the Committee of Direction ol the Reserve 
Bank of India has not only facilitated agricultural and other 
rural operations, but also made more funds available oi 
investment in other sectors. The setting up of the Stale Ban 


1 This view 


w was expressed by the Committee <>r Dire*lion <»f the Resent 
Bank of India in their General Report on All-India Credit Survey. Bombay. 
1954. 

J Vide Appendix XXXII. 
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of India, with the avowed objective of bringing banking 
facilities within the reach of the remotest village or small 
town, has also facilitated the mobilisation of untapped savings. 
Finally, the Small Savings movement (giving various incen¬ 
tives to different classes of potential savers) has also helped. 

The above viewpoint was stressed in the survey on the 
‘Mobilisation of Domestic Capital in certain countnes of Asia 
and the Far East’ issued by the ECAFE as early as 1951. Start¬ 
ing with the thesis that agriculture must provide a substantial 
part of the domestic resources necessary' for economic develo P“ 
mcnt, the ECAFE report said that until the peasant coidd be 
assured of access to working finance on reasonable terms, he was 
not likely to be able to make any substantial contribution to 
the growth of development capital. ‘There do exist pockets of 
sizeable surpluses of income over expenditure. Potential savings 
are waiting to be garnered and it is up to the Government 
to offer the necessary inducements and facilities to smoothen 
the process of mobilisation.’ 1 

Since 1955, the State Bank of India has been pursuing a 
policy of progressive branch expansion in accordance with its 
statutory obligation to open not less than 400 branches in 
five years. By the end of December 1961, 416 such branches 
had been opened. The other commercial banks (scheduled 
and non-schedulcd) had also opened some 423 branches 

during the period 1955 to 1959. . 

As a result of all this activity, the aggregate deposits ot 

commercial banks have been increasing progressively. From 
Rs. 1,043.8 crores in 1955, these went up to the record level 
of Rs. 1,854.6 crores in 1960. Although a sizeable part of the 
increase’in deposits represents the counterpart fund of P.L. 
480 imports, the net rise in deposits was significant. As 
stressed by the Reserve Bank of India in their Annual Report 
on the Trend and Progress of Banking in India in 1960, this 
was indicative of the gradual spread of the banking habit 
among the people and the effort of the banking system 
in mobilising savings. This was substantiated by two 
facts: firstly, over the period 1955-59, both the number 
of ‘personal’ savings and fixed deposit accounts as well as 
the outstanding balances in them showed a relatively larger 

' ECAFE. Mobilisation of Domestic Capital in Certain Countries of Asia and 
tiie Far Fast, Bangkok, 1931. 
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rise than those of ‘business’ and ‘other accounts’. Secondly, 
the rate of deposit expansion was generally higher in centres 
with population of 50,000 and less, than in the other centres . 1 

The General Problem of Savings, Investment and 
Capital Formation 

The fact is that the per capita real national income of the 
people is increasing, as will be evident from the following 

table: 

Estimates of Per Capita Real National Income 2 


Year 

1950- 51 

1951- 52 

1952- 53 

1953- 54 

1954- 55 

1955- 55 

1956- 57 

1957- 53 

1958- 59 

1959- 60 

1960- 61 


Per capita income 
(Rsat 19-18149 prices) 

247.3 

250.3 

255.7 

266.7 

267.8 

267.8 
275.6 

276.4 
280.2 
289.0 


292. 


5 


Index 

(1918-49=100) 

102.3 

105.2 

109.4 
116.0 
118.8 

121.2 
127.2 
125.9 

134.7 
137.0 

146.7 


WUV-UI I 

These figures should, however, be taken with a certain 
degree of reserve. It is conceivable that while the per capita 
income is going up, the income of large sectors of the popula¬ 
tion might be stationary or might even be going down. 

The question is whether the increase m per c ^' ,a real 
national income is finding its way into productive channels 
i.e. whether it is being converted into savings which can be 
utilised for development. An interesting analysis has ra y 
been made by the Reserve Bank of India which throw * so ™ 
light on the trend of savings in various sectors during the 

period 1950-51 to 1958-59.* According to this 

gate savings steadily increased from 1951-52 u “ 1 ^' 

(with the exception of 1953-54, when it declined slightly), 

> Reserve Hank of India. Trend and Prog,'* oI Han long in India . . ll ie 

year 1959, Bombay, 1960. Monthly Abstract of Statistics. 

* Central Statistical Organisation. New Delhi. Govtrn0 r of the 

'Vide the inaugural address of Mr- H.■ • f on Research on 

Reserve Bank of India, at the Second Ind ll 1%0 quote d in the author's 
National Income, held at New Delhi on SI , > f ndia „ Today ‘ in the 

article entitled 'The Economic Position of the Average 

Golden Jubilee Number (1961) of Cam \ . Jnv j slruent , n the Indian 

* Vide article entitled ‘Estimates of Saw g Bulletin, August. 1961. 

Economy’ published in the Reserve Bank of mam nui h 

Vide also Appendix XXIV. 
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but declined in 1957-58 and made only a partial recovery 
in 1958-59.' It is significant that [a) the average savings 
during the period 1951-52 to 1958-59 were only 5.8 per cent 
of the average national income and (4) the aggregate mar 8‘ na 
saving-income ratio declined from 19.1 per cent in 1953-56 

to 17.3 per cent.-jn 1956-59. 

Analysing the. figures separately, sector by sector, one 
notices wide fluctuations from year to year. During the 
past four years, however, there has been appreciable increase 
in the savings of the rural household sector, but those in the 
urban household sector have remained more or less constant. 
Now savings in the household sector comprise (a) liquid 
assets like currency, bank deposits and gold {b) financial 
assets like shares, securities and insurance policies, an (c) 
physical assets like house, property, agricultural implements, 

etc., held by individuals/families. 

It is interesting to note that savings in the household sector 

were the largest in the form of physical assets, gold currency 
and Government securities, the average share of these items 
in the total being about 81.3 per cent. This shows that the 
average person still prefers to invest his savings in these rather 
than in buving insurance policies or industrial shares / de ^ n ; 
tures. It is true that “small savings” increased from Rs. 38.3 
crorcs in 1951-52 to Rs. 100 crores in 1960-61, but such savings 

do not represent investment in industry. 

What is the • position in regard to capital formation 

Total investment in the economy amounted to Rs. 
crores during the First Plan period, of which public invest¬ 
ment accounted for Rs. 1,560 crorcs and private invest¬ 
ment Rs. 1,800 crores. The corresponding figures dunng 
the Second Plan period were Rs. 3,650 crores in the 
public sector and Rs. 3,150 crores in the private sector. Thus, 
total investment in the Second Plan was about double that 
in the First Plan and private investment in the Second 1 lan 
was about 72 per cent higher than in the First Plan. The 
investments proposed in the Third Plan are even higher—m 
both the sectors. These do not, however, represent net 
savings made by the community. A considerable portion 
of these investments is, and would be, accounted for by foreign 
aid and deficit financing. 
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In any .case, we are concerned more with private investment 
in organised industries. Of course, this has been increasing 
Steadily, the annual average during the Second Plan period 
having been Rs. 140 crores as against the annual average 
of Rs. 46.46 crores during the previous quinquennium, me 

gross fixed assets of all non-financial non-Government compan- 

ies also increased from Rs. 119.75 crores in - o s. 

263.35 crores in 1957-58, while the figures of consents for 
capital issues showed a similar rise from s. • c 

in 1951 to Rs. 125.06 crores in 1959. But as has been empha¬ 
sised by the National Council of Applied Economic Resea ch 
“while it is possible to show that the level of mvestment m 
the economy has risen in recent years, there arc no mdicanons 
that the rate of domestic savings has corresponding y 

creased .” 1 

Indian Taxation Policy and Private Investment 

A good deal of controversy has raged in recent V*"*™* 
the effects of taxation policy on private investment Business 

men and entrepreneurs have been comp aimng 1 little 

tion policy of Government sucks them dry and leaves little 

room for initiative, enterprise and investment. Stat sties have 

been put forward to show that capital is 's a PP ‘ j, . 

the private sector and that the policy of dw.dend s ash .s 

having a distinctly harmful effect on future 'nves nunl t c 

have seen, however, that actual investment m the private 

sector has not diminished, but rather incrcas , 

quantity and quality, during all these years. lf)U ld be 

There are one or two important points wh.cl shouhbe 

borne in mind in this connexion All Governments nowadays 

require an increasing volume of public reve . 

so, when the avowed objective is the establishment of a Wei 
fare State. No doubt, there is a limit to taxable capacity 

' National Council ot Applied K j7 nol " IC .|over the Second Plan 
Investment, New Delhi, 1961. According - . ( a n but had 

period, the rate of savings in the economy .had not 

•tagnated around 8 per cent of the .wL err is Capital goner and 

a Vidc arguments adduced in two P 3,U P ‘ ’ F, n plovers’ Association, Cal- 

'H 'hither leads a Dividend Slash?', issued by the r..npio>c 

cutta, 1919. 
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the limiting factor is generally taken to be the estimated 
wealth of a country. Ordinarily, this is taken to be the overall 
national product, but this limit refers only to a point of time. 
The capacity to pay (i.e. taxable capacity) is never constant- 
on the contrary it is ever changing, except when the employ¬ 
able resources have been fully exploited and the economy 
has reached a full employment level. ‘In a developing econ¬ 
omy, the capacity is not inflexible. The limits to taxation 
in such an economy are more psychological than physical. 
The quality of public administration, the degree of public 
consciousness and the extent of confidence in the Govern¬ 
ment’s expenditure policy on the part of those who are called 
upon to pay the taxes are the deciding factors in this psycho¬ 
logical limit.’ In other words, as long as the tax proceeds 
are properly utilised for developmental purposes, adding 
progressively to the size of the national income, there can be 
no real limit to taxation. ‘If there are visible symptoms of 
taxable capacity being exhausted in such an economy, it will 
be the result of a psychological crisis and not of a real physical 
crisis in the economy.’ In India, too, taxable capacity should 
be viewed from this broad and dynamic angle and not from 
the static, physical angle. 

Even so, there is an upper safe limit to taxation. According 
to Colin Clark, the safe limit is 25 per cent of the national 
production. 1 * 3 Although this precise figure has been contested 
by a number of economists,* we may accept this as a working 
formula for the purpose of examining the present and foresee¬ 
able burden of taxation in our country. In India, this upper 
limit has not been reached yet and is not likely to be reached 
even under the scheme of development proposed in the 
Third Five-Year Plan. As a matter of fact, if the trend of 
events is any guide, business men are working just as hard 
under high tax-rates as they would have done under low 
tax-rates. 

Moreover, tax is paid ultimately by individuals and not by 


1 Colin Clark has proved this •limit* by making close studies of the price- 

index, tax-level and iu relation to the national income in a number of 
countries. 

3 E g. Benjamin Higgins, Joseph A. Pcchman and Thomas Mayor. Colin 
Clark’s analysis has been attempted with a purpose: with statistics, any con¬ 
clusion can be shown to be valid. 
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groups. Even in the same income-bracket, the capacity of any 
two individuals to bear the tax load is no 1 en • 
evoke reactions individually and sometimes he most ™af 
erous are those who are the best organised, but not necessa y 

‘k In'its^recent report on the economic 

tax system on private savings and mves > 

Council of Applied Economic Research has made jome 

interesting observations. For instance, 1 curtailed 

combined impact of income and weat While 

the ability to save only at the very htgh tncorne A. VV 

the rate of aggregate savings has not kept ^".nent 

of investment, the overall climate for pnvatt: i 

has remained favourable and the desire to invest in q 

shares continues to be as keen as ever. 

The Need for Genuine Investment Trusts 

As hinted already, the future mvestrnent ou.lookjs not at 

all gloomy. The lot of ‘he p-ate investor m India,^ ^ 

ever, is by no means easy or p nrivatc sector intent 

Government, he is simply a part o investment, 

on getting returns out of ».l propor.ton to h,. «« stoc k 

He also has to contend with the tact * n “ 1 ’. . enuinc inves- 

exchanges, it is the 

tor who calls the tune. In sue rnnnm \ c outlook, becomes 

instead of being a ba ™ m 7 t hfother difficulties of the investor, 
a distorting mirror and, to the o cxtcnt of distor- 

is added that of judging and allow g. f speculators 

tion caused by the quite irrational behaviour^ 1 ^ 

caught up in the excitement of ie ^ and pcrp lcxcd. 

naturally, the genuine investor c investor 

If investment is to proceed along healthy hncs, the 

must be able to judge when the ^ ^ 

has gone beyond the point that v\ou $ hovvcver , is not 

able assessment of growth P r0S Pe • j n his savings in 

easy for the ordinary man seck ? ^ b undertaken only 

industrial shares. The responsibility can 

.. ■« o r search, Taxation and Private 

‘National Council of Applied Economic R 
Investment, New Delhi, 1961. 
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by Unit Trusts, Investment Clubs and other devices WHich 
have proved so successful in the U.K. and the U.S.A. We 
have very few genuine Investment Trusts in our country 
today. If Unit Trusts could be set up on the Western model, 
the investor would have at his disposal the expert knowledge 
of persons who know the real market conditions. He would 
then come forward with greater confidence and alacrity. 

There would be a further indirect gain in so far as the 
objective of a socialist pattern of society is concerned. By 
helping the widest possible diffusion of ownership of shares, 
such Investment Trusts would provide a most effective method 
to counter concentration of economic power. ‘A people’s 
capitalism or shareholders’ democracy may well turn out to 
be the real socialist pattern of society.’ 

Development Savings Bank Scheme 

Various techniques have been suggested from time to lime 
to mobilise internal resources, but no serious efforts appear 
to have been made to tap the wages-and-salarics sector of 
the economy. It would be useful, therefore, to make a brief 
reference here to a Development Savings Bank Scheme formu¬ 
lated by Mr. C. Loganathan of Ceylon. This has been ap¬ 
proved by the banking and fiscal authorities in many countries 
in the world and now forms the central pillar of Ceylon s 
Ten-Year Plan. The Scheme is based primarily on {a) volun¬ 
tary and compulsory contributions from wages and salaries 
to be credited to the accounts of the salary- and wage-earners 
themselves in their individual names in a Development 
Savings Bank and (b) contributions by employers to the 
accounts of the employees as a percentage of salaries and/or 
net profits. It visualises tax rebates to taxpayers for the above 
types of contributions, so that the incentive of a person to 
earn is not stifled and, at the same time, he is compelled or 
induced to use a part of his wealth in promoting economic 
development. Under the Scheme, employees in the different 
enterprises can also be permitted to transfer their provident- 
fund balances in their accounts to the Development Savings 
Bank for investment, if they so desire. The investment can 
take the form of shares in Unit Trusts embracing many 
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enterprises so that the risk would be fairly well spread. 1 

The scheme has been recently approved in principle by 
the International Chamber of Commerce. It is undoubtedly 
an attractive scheme, but the crucial question is whether, 
in the present political climate, such a measure of compul¬ 
sory contributions can be enforced in our country. Perhaps 
the Planning Commission could hold tripartite discussions 
and see to what extent employers’ and workers’ organisations 
are prepared to support such a scheme. 


1 For further details, sec The Eastern Economist, New Delhi. *J December 



Chapter XV 


THE FUTURE OF INDUSTRIAL ENTERPRISE 

IN INDIA 


The Gloomy Prophets 

Ever since Government announced its policy of fostering 
a ‘mixed economy’ (i.e. the co-existence of public and private 
sectors) in the country, all kinds of doubts and misgivings 
were expressed, not merely by business men and industrialists, 
but by responsible economists and ‘neutral members of the 
public. Measures adopted to ‘control, regulate and direct’ 
industry were criticised—sometimes in violent terms and the 
fear was expressed that Government’s policy would lead the 
country to the verge of bankruptcy. In particular, it was 
asserted that the assumption of greater and still greater res¬ 
ponsibilities by the State would be too much for the adminis¬ 
tration to bear and whispers were gleefully exchanged that 
one day Government would be compelled, by the sheer logic 
of events and circumstances, to retrace its steps. But, today, at 
the beginning of the Third Five-Year Plan period, Government’s 
plans and policies stand largely vindicated. Not only has 
there been no fall in production, but there have been appre¬ 
ciable rises—both in the agricultural and industrial sectors. 
Even in terms of productivity per wage-earner or man-hour, 
there has been a distinct improvement, though one might wish 
that it could have been better still. As regards the flow of 
investment and enterprise into the private sector, notwith¬ 
standing the so-called irritating and irksome restrictions flow¬ 
ing directly from the economic and fiscal policies pursued by 
Government, there has been no diminution in activity. If the 
price-movements of the share-scrips of industrial concerns are 
any guide, one might almost say that private enterprise never 

had it so good. 

An Objective Analysis of Pitfalls and Dangers 

The fact that India has made progress should not, however, 
make us feel complacent. ‘India continues to make progress, 
but she should be making, and has the capacity to make, 
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far greater progress than she has done so far.’ 1 There are no 
obstacles in the sector of financial resources: the obstacles, 
if any, are in the sector of ‘incentives’. A Government does 
not need incentives: it is driven as much by the spur of the 
people’s displeasure as by the personal ambition or sense of 
public service of individual members. But the private sector 
would still need ‘incentives’. Would the necessary ‘incentives 
be there in the years ahead ? 

We have seen already that, despite the heavy taxation 
of both personal incomes and business profits, entrepreneurs 
and managements still manage to retain for themselves a 
good slice of the ‘fruits’ of industry. The prestige and power 
that go with direction and management of industry also 
inspire them to work harder and better. For the next few 
years at least, these incentives are likely to continue undimin¬ 
ished. . 

It would be foolish, however, for entrepreneurs in the 

private sector not to take note of the overall policy of the 
State. More than once it has been emphasised by Govern¬ 
ment that (fl) the old motive of making huge profits must be 
replaced by a new motive of serving the country and its people, 
with only limited profits, (b) workers should be treated as 
partners in industry and not as mere producers of goods, 
and (r) there should be awareness of a social purpose in even 
the most private undertaking. In their own interest, business 
men must gradually adjust themselves to this new concept ol 

the rdle of private enterprise in our country. 

This adjustment will naturally take some time. As, how¬ 
ever, economic development is being furthered in this country 
through a democratic process and not as an imposition from 
the top (it is a unique experiment and has probably no parallel 
in any other country of the world), there arc reasons for 
cherishing the hope that the adjustment will ultimately take 
place. Echoes of this adjustment arc to be found in the state¬ 
ments made by many leading industrialists that they have 
taken note of the new ideology and are quite willing to fall 
:n line with Government’s policy. As one industrialist said: 
<Bold planning and determined execution of large schemes ol 

*The Eastern Economist, New Delhi. Special Budget Number, 1959 GO. 
March 19G0. 


208 FUTURE OF INDUSTRIAL ENTERPRISE IN INDIA. 

development are essential if we are to raise living standards, 
relieve unemployment, give opportunities to all and ensure a 
reasonable degree of social justice. We welcome a situation 
in which both State Enterprise and Free Enterprise can, 
side by side, play their important rfiles. We should not close 
our eyes to the enormous changes that have occurred in the 
capitalist countries throughout the world. Modern capitalism 
has changed beyond recognidon from what it was a century 
ago. It has shown a remarkable capacity to fit into the most 
modern concepts of the Welfare State.’ Some cymes have, 
however, attributed this revised stand of India s industrial 
leaders to ‘enlightened self-interest’; others have argued that 
the ‘leopard does not change his spots’ and hinted that these 
pious statements mask a deep conspiracy to sabotage Govern¬ 
ment’s programme of ushering in a socialist pattern of society. 
While it is not denied that even today some employers Jiave 
not been able to adjust themselves to the new situation, it 
would not be fair to say that the business community as a 
whole consists of ‘hypocrites, sycophants and moral cowards. 

Today, the business community has to do its job in the 
face of tremendous odds. Apart from the Governmental restric¬ 
tions and regulations to which they have to submit, they 
also have to face a tax burden which, by all international 
standards, is one of the highest in the world. 1 Further irritants 
are frequently added in the shape of public statements by 
Ministers and others, denouncing either particular industrial 
groups for their alleged acts of omission and commission, or 
the entire private sector. For instance, during the year 1960 
alone, wild statements have been made by responsible persons 
(who should have known better) that (a) the private sector 
is far too dependent on financial assistance from Government 
(this allegation was disproved with the help of facts and 
figures by the President of the Federation of Indian Chambers 

1 Even the World Bank Mission, in a Report published early in 1960, ex¬ 
pressed its grave concern about the multiplicity of controls which have proved 
highly vexatious to private enterprise in India. The Mission also commented 
on the currently widespread belief in Government circles that profits were 
immoral and spoke disapprovingly of certain measures to regulate profits by 
taxation and price control. ‘Arbitrary methods in deciding what the limits 
to profit should be, are liable to discourage investments and handicap the 
financing of further expansion.' Vide The Eastern Economist, New Delhi, 
15 July 1960. 
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of Commerce & Industry), (£) it is the employers who stand 
in the way of modernisation and rationalisation of cotton 
mills (that this was not so was conclusively established by 
the Indian Cotton Mills’ Federation in a very able memo¬ 
randum), ( c ) free enterprise inevitably leads to monopoly 
(this was ably refuted by a number of leading financial and 
commercial j'ournals of Bombay and Calcutta), and ( d ) private 
entrepreneurs are anxious to see that the Five-Year Plans of 
Government do not succeed (this was such a malicious and 
sweeping statement that even those who had no love lost for 
the private sector were dumbfounded). As we have seen 
already, private interprise has more than fulfilled its share of 
the Plans. If it has not been able to do better, the respon¬ 
sibility lies at least in part with Government, which has some¬ 
times subjected the private sector to avoidable harassment. 1 

Too much reliance is sometimes placed on the superior 
ability of the public sector to ‘deliver the goods’. It is argued 
that, if rapid development is to be achieved, it must be done 
consciously, i.e. through the apparatus of the State (or the 
public sector) and should not be left to the free interplay of 
so-called economic laws only. Although, theoretically, this 
may appear quite logical, the practical limitations of the 
State apparatus (limitations of human resources, of the adminis¬ 
trative machinery and even of investible resources) would 
make it extremely difficult for Government to carry the entire 
burden of industrial development. The recent failure on the 
part of the public sector to provide adequate power and trans¬ 
port for the requirements of industry furnishes a typical ex¬ 
ample of the unwisdom of attempting too much on all fronts. 

The dangers of bureaucratic red-tape and formalism should 
not also be overlooked. On the one hand, various controls 
and regulations have vested enormous powers in the hands 
of Government officials, and the private sector as well as the 
general public are often put to needless harassment, inconven¬ 
ience and delay by the ‘little bureaucrats’. The arguments 
put forward by Mr. N. C. Chattcrji in his dissenting minute 

‘This view has been expressed by many indej>cndcnt foreign observers, 
journalists and economists. Attention is invited in this connection to the 
Quarterly Economic Reports issued by the Indian Institute of l'ublic Opinion. 
New Delhi. 

14 
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on the Report of the Select Committee on the Companies 
Bill are well worth quoting in this context: It is one thing 
to prescribe restrictions, limitations or fetters sitting m a 
Select Committee or discussing a Bill in the placid atmos¬ 
phere of a legislative chamber. Yet the sum total may create 
an impracticable situation from the point of view of company 
formation or the practical working of a business concern. It 
is not wise to drive the private sector to the tender mercies 
of a bureaucracy, as this may lead to jobbery and corruption. 

There is the possibility of bureaucratic red tape and formal¬ 
ism exhibiting themselves in the management of industrial under¬ 
takings in the public sector as well. Although strenuous efforts 
have been, and are being, made to entrust the management 
of such undertakings to the same type of Board as obtains 
in the private sector, with adequate scope for initiative and 
enterprise, old practices and prejudices die hard. It is to be 
hoped that authority will have the imagination and boldness 
to permit the unfettered use of discretion within a fairly large 

orbit of operation. . , , , . , 

Finally, there is the pitfall inherent in the lack of adequate 

entrepreneurial ability within the ambit of Government 
officialdom. Recruited to discharge an entirely different type 
of responsibility, unacquainted with the needs of business 
and industry, unfamiliar with practices and procedures which 
have resulted in a high level of efficiency and productivity 
in the private sector, Government officials, barring a tew 
notable exceptions, are sometimes unequal to the new tasks 
and responsibilities which have been assigned to them. It is 
true that some of them are learning the technique of business 
administration through trial and error, but this is a costly 
method of acquiring experience and, in the process, incal¬ 
culable harm may be caused to programmes and plans of 
development. It may be uncharitable to hold one company’s 
misdemeanour as proof enough to indict all managements in 
the public sector, but the public sector ought not to expect, 
as a matter of right, that the maximum allowance should be 
made for its shortcomings or that it should be judged by its 
good intentions rather than by its good performance. 1 

It should not also be forgotten that, in modem industrial 

1 Vide the author's The Public Sector in India, Bombay, 1961. 
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undertakings, the scope of functions of the management 
has expanded both in volume and in complexity. ‘While the 
volume of work increases in arithmetical progression, the 
complexity of functions and their relationships increase in 
geometrical progression.’ 1 The task of a successful organisation 
is to co-ordinate the different factors of production in such 
a way that the maximum possible output is secured at the 
least possible cost, without undermining the required quality 
Standard of the product. This is as true of the public as of 
the private sector. 

The Third Five-Year Plan 


It would be appropriate at this stage to consider the prog¬ 
ramme envisaged in the Third Five-Year Plan period, as 
this must inevitably affect private industrial enterprise for 
the next five years. The objectives in view are more or less 
the same as in the Second Plan, viz. (a) to attain a rapid 
growth of the national economy by increasing the scope and 
importance of the public sector and in this way to advance 
to a socialist pattern of society, {b) to develop basic heavy 
industries for the manufacture of producer goods, (c) to secure 
a large expansion of employment opportunities, and (d) to 
achieve a reduction of inequalities in income and wealth and 
a more even distribution of economic power. 2 In concrete 
terms, the Plan envisages an investment of Rs 10,400 crores 
§o that the national income can increase by at least 5 per 


cent per annum. 

The size of the Plan has received the general blessing ol 
the Indian business community, but the respective allocation 
of investment between the public and private sectors has 
invited some criticism. It has been suggested that the State 
is proposing to take upon itself a responsibility which it may 
find difficult to discharge—particularly in the light of the 
national and human resources likely to be available. Far too 
optimistic estimates have been made of (a) the resources that 
can be raised within the country and (b) the assistance that 


‘ R. C. Davis. Industrial Organisation and Management, New York,■ 

■The Third Five-Year Plan stresses that 'the benefits of economic dev el p 
meat should accrue more to the relatively less privileged classes of society, 
«Dd there should be a progressive reduction in the concentration of income, 
wealth and economic power'. 
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may be expected to be received from abroad. Secondly, 
while the mistakes of the two preceding Plans in respect of 
planning and organisation have been admitted (reference has 
been made, for instance, to the lack of speed, economy and 
integrity within the administrative set-up), the cures which 
have been suggested do not go to the root of the matter 
and are mere palliatives. 

A glaring weakness of the Plan is its confused thinking 
over the question of prices. According to the Third Plan, 
inflation during the Second Plan period has been of the order 
of 30 per cent only. Actually, it is much more : the figure 
of 30 per cent has been arrived at on the basis of wholesale 
prices, but, as is well known, retail prices have moved up at 
a much steeper rate. Yet, the Plan merely says that, with 
the progressive step-up in investment, an upward pressure on 
prices is inevitable. It has completely overlooked the fact that 
the rise in prices has adversely affected the cost of living of 
the population at most levels, and further inflationary pressure 
which would result from the gigantic investment programme 
of the Third Plan must cause additional sufferings to the 
common man. It is not denied that some rise in the price 
level is inevitable in a developing economy, but the Planning 
Commission has made no concrete suggestions to arrest a 

deterioration in the situation. 1 

Nevertheless, from the standpoint of private enterprise in 
the country, the programmes included in the Third Plan are 
welcome in the sense that they would give further stimulus 
to industrial development on all fronts. If the price line can 
be held, if the necessary resources can be mobilised and if 
the administrative machinery can be streamlined (these are 
all big ‘ifs’), private enterprise would benefit, despite the fact 
that its proportionate share in the total allocation is less than 
what it was in the two earlier Plans. 

The Private Sector will Continue to Function 

It would, therefore, be a mistake to conclude that industrial 
enterprise in the private sector is on its ‘last legs’. We have 

1 The most disappointing feature of the section on Price Policy in the 
Third Five-Year Plan is that it merely repeats old platitudes. Vide the 
author’s Spotlight on Indian Economic Problems, Calcutta, 1961. 
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already referred to the mental readjustment which is 
being made by the business community in the background of 
the new values which have been enunciated and the new 
policies which have been laid down. Part of this readjustment 
may have been compulsive, but it would not be fair to dub 
the entire business community ‘a horde of exploiters, always 
trying to outwit Government and get round all restrictive 
laws and regulations’. A few black sheep often tarnish the 
reputation of a whole group. Undoubtedly, there are persons 
who continue to think on the old lines, viz. that, with their 
astuteness and command of wealth, they can manage to evade 
many of the rules and regulations of Government. But such 
persons are definitely on the decrease. At the worst, the 
business community in India, as in most democratic countries 
in the West, is guided simply by ‘enlightened self-interest’. 1 

There are three important facts inherent in the economic 
situation, which afford cogent reasons for cherishing the hope 
that business enterprise in the private sector will continue to 
flourish. The first is that consumer demand has been consider¬ 
ably stimulated by the impact of heavy developmental expen¬ 
diture undertaken by the State. This demand will increase still 
further as more money is injected into the economic system. 
Secondly, every outlay in the public sector directly generates 
demand for goods and services in the private sector. When 
the State decides to set up a steel plant of a fertiliser factory 
in the public sector, it is not in a position to undertake by 
itself all the operations connected with the setting up of the 
plant or factory. It has to fall back upon persons or firms in 
the private sector for the supply of relevant goods and services. 
Thirdly, the very products of public undertakings stimulate 
the setting up of other enterprises and these have inevitably 
to be in the private sector. Thus, supplies of fabricated steel, 
billets and sheets give rise to industries which can use these 
materials for the manufacture of various items of household 
and other industrial use: the production of lathes helps tin* 

1 The ‘round-up of business opinions’, conducted by the Indian Institute uf 
Public Opinion, New Delhi, from time to time, also tells the same story. It is 
hrue that the bulletins and memoranda issued by various Chambers of Com¬ 
merce, Trades Associations and Employers’ Organisations sometimes present a 
different picture, but these latter are meant to emphasise a ’particular point 
of view', and points of view have to be couched in rather strong language if 
“ley arc to make an impression. 
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setting up of engineering units; the production of heavy 
machines assists a number of industries engaged in the manu¬ 
facture of consumer goods. Such instances could be multiplied 
ad infinitum. Enough has been said, however, to show that 
these three factors have given, and will continue to give, the 
private sector a new ‘dynamism’. This will become even more 
pronounced as the Third Five-Year Plan comes into operation. 

The main reason for saying that private industrial enterprise 
has still a large and important part to play in this country 
is that India’s approach towards the socialist pattern ot 
society is not doctrinaire, but pragmatic. Notwithstanding 
the occasional outbursts of certain political leaders, including 
the Prime Minister of India, the present Government does 
not want socialism for its own sake. The accent is on a Welfare 
State and a reduction in inequalities of income and wealth, 
and not on expropriation of private profits, be it land or 
business. In other words, if private industrial enterprise can 
attune itself to the new outlook, the need for expropriation 
or nationalisation of existing undertakings may never arise. 
Not only that: it may find that it has an honourable place 
in society and is not being just tolerated. 


Duties of the Private Sector 

Private enterprise must, however, think in terms of the inter¬ 
ests of the consumers and the common people and not in 
terms of shareholders only 2 . Secondly, it must make genuine 
efforts to diffuse economic power. In the present context of 
Government’s policy (and most of the people are solidly 
behind Government on this particular issue), concentration 
of power in a few hands or groups is bound to invite counter¬ 
vailing State action. It would be extremely foolish of private 
enterprise, therefore, to take a short-term view of the situa¬ 
tion and ‘make hay while the sun shines’, for the sun may 
not shine for long. 


• N. Das, The Public Sector in India. Bombay. 1961. 

1 The Third Five-Year Plan says as follows: 'The socialist pattern ot socitu 
envisaged in India's Plans docs not imply that all economic initiative must 
rest with the Stale. Indeed, it assigns to private enterprise an important TOir 
in national development. The private sector must, however, accept the oroan 
discipline and values implied in the national Plan and must function m 
unison with the public sector.’ 
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The private sector has a part to play in this matter of 
diffusion of control. Firstly, it should endeavour to secure 
a very wide dispersal of the ownership of equity capital. At 
present, the ups and downs in the profitability of industries 
are a matter of concern to a class of shareholders who are 
numerically insufficient in relation to the total population. 1 
When not only wealthy capitalists, but lower middle class 
salary-earners, industial workers and peasants become share¬ 
holders, the masses will have a bigger stake in the stability 
and progress of private industry. The word ‘capitalist would 
then cease to be a term of opprobrium: a broad-based public 
opinion would then demand that Government refrain from 
policies which tend to undermine the profitability of industry. 
Secondly, managements must abide by a more enlightened 
code of conduct—a code which would place them above 
reproach in so far as the public are concerned. They must 
strive assiduously not to create a situation which might com¬ 
pel the State to assume strong countervailing powers. In other 
words, the countervailing powers should come from within 
the managements themselves. Freedom and democracy in the 
economic field can be rightfully demanded by private enter¬ 
prise only when it is imbued with a social purpose and does 
not seek power for a limited few. 


* According to the Department of Company Law Administration, New Delhi, 
in 1957-58, the number of companies that had less than 50 shareholders each 
was 2,G00 out of a total of 8,579. 
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JOINT-STOCK COMPANIES REGISTERED AND AT WORK 


- 

Year ended 

31st March 

Number 

Paid-up Capital Average Paid-up 
(in crones of rupees) Capital per com¬ 
pany (in lakhs of 
rupees) 

1948 

22,675 

569.6 

2.51 

1949 

25,340 

628.3 

2.48 

1950 

27,558 

723.9 

2.63 

1951 

28,532 

775.4 

2.72 

1952 

29,223 

855.8 

2.93 

1953 

29,312 

897.6 

3.06 

1954 

29,492 

941.2 

3.19 

1955 

29,625 

969.6 

3.27 

1956 

29,874 

1,024.2 

3.42 

1957 

29,357 

1,077.6 

3.67 

1958 

28,280 

1,306.3 

4.61 

1959 

27,403 

1,515.6 

5.53 

1960 

26,921 

1,593.1 

5.91 

1961* 

26,108 

1,724.6 

6.60 


• Figures provisional. 

Source : Annual Reports on the Working of Joint-Stock Companies in India 


Appendix II 

YEAR-WISE ACCOUNT OF COMPANIES NEWLY 
REGISTERED AND LIQUIDATED 

(In crores of rupees) _ 

New Registrations Liquidations 


Year 

No. 

Authorised 
Capital (Rs) 

No. 

Paid-up 
Capital (Rs) 

1947-48 

~77 '3,267 

283.9 

628 

9.0 

1950-51 

2,104 

120.7 

830 

9.1 

1951-52 

1,866 

152.2 

1,244 

9.2 

1952-53 

1,333 

96.4 

1,244 

11.3 

1953-54 

1,193 

155.3 

933 

8.0 

1954-55 

1,203 

225.9 

938 

9.1 

1955-56 

1,448 

156.9 

1,021 

12.7 

1956-57 

848 

210.6 

1,135 

13.0 

1957-58 

961 

102.7 

2,001 

12.7 

1958-59 

1,095 

284.3 

1,979 

15.8 

1959-60 

1,452 

160.5 

1,870 

7.9 

1960-61 

1,683 

286.7 

2,401 

12.33 


Source: Monthly Blue Book of Joint-Stock Companies in India. 
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Appendix III 


COMPANY FAILURES IN INDIA 


(In crores of rupees)___ 

New Registrations Liquidations 


Averages — 

No. 

Paid-up Capital 

No. 

Paid-up Capital 

1915-19 

199 

0.5 

189 

1.3 

1920-24 

726 

1.8 

285 

6.4 

1925-29 

553 

0.7 

335 

6.6 

1930-34 

891 

0.9 

382 

6.7 

1935-39 

1,054 

1.2 

634 

5.5 

1940-44 

1,182 

1.4 

648 

3.6 

1948-55 

2,082 

6.6 

975 

9.0 

1955-61 

1,248 

6.1 

1,746 

12.5 


Source: Monthly Blue Book of Joint-Stock Companies in India. 


Appendix IV 

REMUNERATION OF MANAGING AGENTS DURING 1946-51 & 1955-59 



Average of Remuneration 

Per Annum 

Remuneration 
as percentage 
of Profits* 


No. of 

compa¬ 

nies 

1946-51 
(in lakhs 
of Rs) 

No. of 
compa¬ 
nies 

1955-59 
(in lakhs 
of Rs) 

1946-51 

1955-59 

Cotton Textiles 

. 96 

3,18 

204 

2,88 

16.4 

16.0 

Jute Textiles 

. 47 

1,50 

44 

63 

20.3 

18.9 

Other Textiles 

. 12 

6 

11 

27 

13.8 

9.9 

Iron & Steel 

3 

48 

2 

50 

7.3 

3.3 

Engineering 

. 52 

32 

82 

1,14 

12.0 

11.5 

Sugar 

. 22 

28 

73 

85 

15.8 

11.3 

Chemicals 

. 29 

10 

43 

25 

14.8 

13.7 

Paper 

7 

18 

13 

45 

11.2 

11.2 

Vegetable oil 

7 

5 

15 

7 

13.1 

12.4 

Matches 

4 

18 

4 

10 

15.4 

12.0 

Cement 

8 

29 

11 

60 

0.3 

10.6 

Plantation:(a) Tea 

. 76 

33 

167 

57 

12.0 

11.6 

( b ) Others 

. 11 

2 

43 

9 

13.0 

9.4 

Coal 

. 17 

29 

47 

37 

16.7 

14.4 

Electricity 

. 22 

30 

21 

42 

18.1 

10.2 

Shipping 

. 11 

27 

10 

30 

21.4 

12.3 

Others 

. 55 

31 

211 

M4 

5.5 

10.1 

TOTAL 

.. 479 

814 

1.001 

10,67 

13.7 

11.1 


• 'Profits’ means profits before tax (excluding depredations and interest 
charges) and includes managing agency remuneration. 

Source: 1. For information for 1946-51: Report of the Taxation Enquiry 
Commission, 1955. 

2. For 1955-59 data: Reserve Bank of India Bulletin. 
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Appendix V 

DISTRIBUTION OF NEW COMPANIES ACCORDING TO THE 

FORM OF THEIR MANAGEMENT 


Form of Management 

Managing Agents 
Managers 

Secretaries and Treasurers 
Managing Directors 
Directors 

Total 


14 

2 

1 

197 

634 


15 

1 

1 

227 

717 


7 

1 

7 

250 

830 


14 

3 

3 

508 

924 


21 

3 

1 

596 

1,062 


848 


961 


1,095 1,452 1,683 


DVpartiiiini~of^otnf*any LawAdministration, New Delhi. 

Appendix VI 

SHARE AND DEBENTURE C AP IT AI. ISS<JE D U\ 

MAJOR INDUSTRIES IN INDIA 
(In lakhs of rupees) 

Paid-up Share 
Capital 


Industry and 
Year 


No. of 
Com¬ 
panies 


Debenture 

Capital 


Ordi¬ 

nary 

(Rs) 


Per¬ 
cen¬ 
tage to 
total 


Pref¬ 

er¬ 

ence 

(Rs) 


Amount % to 
% to (R«) total 
total 


Total of 
Paid-up 
Capital 
& De¬ 
benture 
Capital 

(R») 


Cotton Textiles 

1955 

1959 

63 3,619.2 
60 3,918.1 

85.9 

76.8 

546.2 

900.5 

12.9 

17.7 

48.7 

285.5 

1.2 

5.5 

4.214.1 

5.104.1 

Jute Textiles 

1955 

1959 

60 2,131.0 
27 1,892.7 

67.8 

66.9 

712.8 

750.2 

22.7 

26.4 

229.8 

188.2 

9.5 

6.7 

3,143.6 

2,831.1 

Tea 

1955 

1959 

128 773.2 

106 937.3 

90.0 

92.3 

83.3 

75.3 

9.7 

7.9 

2.5 

2.5 

0.3 

0.2 

859.0 

1,015.1 

Sugar 

1955 

1959 

26 479.3 

24 541.7 

77.2 

79.2 

130.5 

108.0 

21.0 

15.8 

11.0 

34.5 

1.3 

5.0 

620.8 

684.2 

Coal 

1955 

1959 

51 818.0 

43 731.7 

77.2 

85.9 

124.8 

111.8 

11.8 

13.2 

117.0 

7.8 

11.0 

0.9 

1,059.8 

851.3 

Engineering 

1955 

1959 

N.A. N.A. 
28 5,552.0 

72.5 

N.A. 

1,585.6 

20.7 

N.A. 

520.0 

r~ 1 17. ir 

6.8 

1 r. nr 

N.A. 
7,657.6 
nn *5 LSi 

Note ^Position 

for 1955 »h as on 

31st March, ana ror 

Ull a a*. 


Source ^The'hwestor's India Year Book, 1955 and 
(Place, Siddons and Gough, Calcutta) 


1960. 
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Appendix VII 

PRIVATE COMPANIES REGISTERED IN INDIA AND AT WORK 

(Capital in crores of rupees) 

Precentage of private 

All companies Private Companies companies to all 


Year 




Paid-up 


Paid-up 


Paid-up 


No. 

Capital 

No. 

Capital 

No. 

Capital 



(Rs) 


(Rs) 


(Rs) 

1927-28 

5,830 

276.4 

1,722 

71.5 

29.5 

25.5 

1933-34 

9,434 

300.8 

3,698 

98.7 

39.2 

32.8 

1938-39 

11,114 

290.0 

5,255 

77.0 

47.3 

26.6 

1945-46 

17,343 

424.0 

7,214 

101.0 

42.2 

24.1 

1950-51 

28,532 

775.4 

15,964 

208.9 

55.9 

26.9 

1951-52 

29,223 

855.8 

16,810 

248.9 

57.5 

29.0 

1952-53 

29,312 

897.6 

17,257 

268.8 

57.5 

29.9 

1953-54 

29,528 

944.9 

19,280 

313.6 

65.3 

33.2 

1954-55 

29,779 

983.1 

19,720 

327.1 

66.5 

33.3 

1955-56 

29,874 

1,024.1 

20,299 

333.8 

67.9 

32.5 

1956-57 

29,357 

1,077.6 

20,547 

363.0 

69.9 

33.6 

1957-58 

28,280 

1,306.3 

19,984 

532.7 

70.6 

40.7 

1958-59 

27,403 

1,515.6 

19,757 

710.6 

72.9 

46.8 

1959-60 

26,921 

1,593.1 

19,615 

781.5 

72.8 

49.0 

1960-61 

26,108 

1,724.6 

19,363 

848.5 

74.1 

49.1 


Source: 1. Progress of Joint Stock Companies in India. 

2. Monthly Blue Booh of Joint-Stock Companies. 
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INDEX OF INDUSTRIAL PROFITS—ALL INDUSTRIES 

(Base: 1950—100) 


Gross Profits Profits Profits after tax 


Year 

including 

Depreciation 

Before Tax 

After Tax 

- as percentage 
of net worth * 

1950 

100.0 

100.0 

~100.0 

100.0 

1951 

128.7 

132.4 

131.6 

124.7 

1952 

99.0 

86.6 

78.8 

74.0 

1953 

109.6 

100.9 

98.1 

88.3 

1954 

125.1 

121.6 

115.2 

101.3 

1955 

150.8 

150.1 

149.8 

122.1 

1956 

165.0 

167.2 

158.3 

118.1 

1957 

151.7 

133.7 

116.4 

84.1 

1958 

168.7 

151.7 

114.4 

96.4 


*. Si r i 0r i th ’ mcans P? id u P apUal plus all reserves (other than taxation 
and depreciation reserves) and balance of profit 

source : Ilesen-e Bank of India Bulletin. 
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Appendix IX 

INDEX OF GROSS INDUSTRIAL PROFITS 
INCLUDING DEPRECIATION 

(Base 1950 = 100) 


Industry 

1951 

1953 

1955 

1957 

1958 

I. Plantation Industry 

63.0 

121.6 

89.4 

64.7 

82.0 

1. Tea 

64.1 

140.8 

82.5 

71.6 

89.4 

. 2. Coffee 

132.9 

121.7 

171.8 

171.5 

167.3 

II. Mining & Quarrying 

119.7 

152.5 

169.9 

210.7 

215.8 

3. Coal . • 

108.2 

94.9 

132.4 

141.1 

151.4 

III. Processing & Manufacture — 

Foodstuffs , Textiles & 

Products thereof 

140.9 

100.4 

140.3 

105.8 

124.3 

4. Vegetable Oils 

71.6 

141.9 

189.3 

92.9 

220.2 

5. Cotton Textiles 

145.4 

90.8 

145.2 

71.7 

81.5 

6. Jute Textiles .. 

145.5 

72.5 

62.7 

84.4 

131.9 

IV. Processing & Manufacture — 

Metals. Chemicals, 

Minerals, etc. 

123.4 

119.2 

217.2 

250.7 

276.8 

7. Iron & Steel .. 

132.8 

141.8 

234.3 

214.8 

242.7 

8. Engineering (a) 

117.3 

115.9 

255.2 

335.7 

353.9 

9. Chemicals (6) 

113.4 

105.8 

151.9 

212.7 

235.5 

10. Matches 

99.7 

104.8 

95.5 

89.0 

110.4 

V. Processing & Manufacture — , 

Not elsewhere classified 

151.6 

127.6 

181.6 

2Ub.y 


11. Cement 

128.0 

124.5 

168.9 

160.5 

177.0 

VI. Other Industries 

122.7 

86.4 

110.2 

148.2 

149.6 

12. Electricity Generation _ _ 

& Supply 

102.2 

125.1 

146.7 

166.6 

iyb.y 

r i t 

13. Shipping 

215.4 

140.8 

217.5 

444.7 

321.0 

All Industries 

128.7 

109.6 

150.8 

151.7 

a • r 

168.7 


Nolc : "Gross Profits including depreciation is me sum u. 
managing agents' remuneration, interest charges and depreciation prowsion. 

(a) Includes (1) Non-ferrous metals, (2) 1 ransport equipment, (3) Elcc- 
' trical machinery and (4) Machinery (other than transport and 

(b) 'included (1) Basic industrial chemicals, (2) Medicines and pharma¬ 
ceuticals and (3) Other chemicals. 

Source ; Reserve Bank of India Bulletin. 
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INDEX OF PROFITS AFTER TAX 
(Base 1950 = 100) 


Industry 

1951 

1953 

1955 

1957 

1958 

I. Plantation Industry 

63.2 

123.6 

82.1 

55.0 

70.8 

1. Tea 

53.2 

142.6 

69.3 

50.7 

82.7 

2. Coffee 

148.3 

120.7 

128.9 

107.2 

114.1 

II. Mining Cf Quarrying 

121.3 

154.1 

199.7 

226 .2 

291 

3. Coal 

96.1 

76.4 

135.4 

119.4 

148 

III. Processing Cf Manufacture — 






Foodstuffs, Textiles & 

Products thereof 

150.3 

82.2 

139.0 

41.3 

66.4 

4. Vegetable Oils 

— 

218.4 

374.7 

— 

242.7 

5. Cotton Textiles 

156.5 

63.3 

150.3 

— 

5.5 

6. Jute Textiles .. 

150.2 

62.1 

43.2 

196.6 

508.5 

IV. Processing Cf Manufacture — 






Metals, Chemicals, 

Minerals, etc. 

127.8 

107.1 

269.0 

251.8 

190.9 

7. Iron & Steel .. 

157.1 

166.2 

326.5 

279.7 

318.9 

8. Engineering (a) 

116.1 

100.1 

338.2 

347.5 

398.2 

9. Chemicals (5) 

96.7 

29.8 

162.1 

183.0 

226.2 

10. Matches .. .. 

96.2 

92.3 

88.4 

37.2 

104.6 

V. Processing Cf Manufacture — 






Not elsewhere classified 

154.4 

125.8 

165.4 

200.4 

215.0 

11.Cement 

119.9 

114.3 

151.8 

124.8 

102.2 

VI. Other Industries .. .. 

129.9 

77.3 

98.5 

132.3 

130.1 

12. Electricity Generation 






and Supply .. 

110.4 

130.6 

157.4 

191.4 

205.4 

13. Shipping 

723.3 

157.0 

409.0 

2337.1 

1112.5 

All Industries 

131.6 

98.1 

149.8 

116.4 

114.4 


Note: "Profits after Tax'* is the difference between the profits before UX, 
which includes tax provision, dividends distributed and profits retained in 
the form of transfers to reserves (other than taxation and depredation), and 
balance carried to balance sheet and tax provision. 

(a) Includes (1) Non-ferrous metals, (2) Transport equipment, (3) Elec¬ 
trical machinery and (4) Machinery (other than transport and 
electrical). 

( b ) Includes (1) Basic industrial chemicals, (2) Medidnes and pharmaceu¬ 
ticals and (S) Other chemicals. 

Source: Reserve Bank of India Bulletin. 
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Appendix XI 

PROFITS AFTER TAX AS PERCENTAGE OF NET WORTH 


750 Companies 1001 Companies 



1951-55 

Average 

1956 

57 

1958 

1959 

Cotton Textiles 

5.6 

3.3 

- 1.2 

0.3 

7.1 

Jute Textiles 

.. 5.9 

—4.2 

3.3 

7.8 

12.6 

Other Textiles 

3.7 

9.6 

7.6 

8.4 

21.9 

Iron and Steel 

17.6 

14.6 

11.2 

11.9 

14.9 

Engineering 

6.4 

9.7 

9.5 

9.3 

11.4 

Mineral Oils 

.. — 

28.8 

16.7 

14.7 

15.5 

Cement 

11.0 

10.4 

7.3 

5.3 

8.1 

Sugar 

10.0 

10.1 

9.6 

8.3 

11.8 

Paper 

10.6 

6.2 

7.2 

10.7 

12.3 

Vegetable Oils 

• • 

4.0 

—3.5 

6.2 

15.8 

Chemicals 

3.0 

6.3 

5.3 

6.6 

11.3 

Matches 

11.0 

8.0 

3.5 

9.5 

14.7 

Coal 

6.5 

3.1 

5.6 

6.7 

6.1 

Electricity 

7.3 

6.8 

7.9 

8.1 

8.4 

Shipping 

5.1 

12.6 

13.4 

6.2 

0.7 

Tea Plantations 

14.3 

11.2 

3.8 

6.0 

10.3 

Other Plantations .. 

14.0 

13.8 

9.1 

9.8 

7.4 

Total (including others) 

7.9 

8.8 

6.5 

7.1 

10.5 



Source: Reserve Dank of India Bulletin,. 
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Appendix XII 
DIVIDEND RATES 


(Dividends on equity shares as percentage of Paid-up Capital) 




750 Companies 

1001 Companies 



1951-55 

Average 

1956 

1957 

1958 

1959 

Cotton Textiles 

• • 

8.7 

11.1 

8.2 

• 

CO 

11.6 

Jute Textiles 

• • 

10.0 

4.4 

6.3 

9.0 

13.6 

Other Textiles 

• • 

3.1 

4.7 

4.7 

8.8 

16.3 

Iron and Steel 

• • 

15.2 

9.3 

9.2 

7.7 

12.5 

Engineering 

• • 

3.9 

7.7 

7.6 

8.7 

11.7 

Mineral Oils 

• • 

— 

18.8 

12.9 

12.9 

15.5 

Cement 

• • 

9.2 

8.5 

9.7 

7.6 

10.0 

Sugar 

• • 

11.5 

12.2 

11.9 

13.6 

16.5 

Paper 

• • 

10.9 

10.9 

11.2 

12.6 

15.5 

Vegetable Oils 

• • 

2.8 

3.3 

3.5 

5.3 

9,9 

Chemicals 

• • 

2.6 

6.1 

5.6 

7.6 

8.8 

Matches 

# • 

10.8 

10.9 

10.9 

10.9 

15.8 

Coal 

• • 

7.1 

7.9 

8.6 

9.3 

10.2 

Electricity 

% • 

6.9 

6.4 

7.4 

7.6 

8.1 

Shipping 

• • 

3.5 

8.1 

8.2 

7.8 

4.4 

Tea Plantations 

• • 

17.4 

16.4 

10.0 

10.3 

14.4 

Other Plantations •. 

• • 

16.1 

20.2 

15.3 

14.8 

12.9 

Total (including others) 

• • 

8.2 

9.4 

8.7 

9.0 

11.8 


Source: Reserve Bank of India Bulletin. 
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Appendix XIII 


ALLOCATION OF PROFITS DURING 1946-1958 


As % of Profits As % of Profits As % of Paid- 

before Tax after Tax up Capital 


Source and » 


Period 

Tax 

Profits 

Profits 

Profits 

Profits 

Profits 

Profits 


Provi¬ 

sion 

distri¬ 

buted 

retained 

distri¬ 

buted 

retained 

after 

tax 

distri¬ 

buted 


A. TEC Sample of 
492 Companies 


1946-51 44.0 

32.0 

23.0 

57.7 

40.1 

15.2 

7.7 

B. RBI Sample of 

750 Companies 

1951-55 40.7 

36.3 

22.9 

61.3 

38.7 

12.2 

7.4 

C. RBI Sample of 
lfOOl Companies 

1955 42.7 

32.7 

24.4 

57.2 

42.7 

15.2 

8.7 

1956 45.1 

32.4 

22.4 

59.1 

40.8 

14.5 

8.5 

1957 48.0 

39.3 

12.6 

75.7 

24.2 

10.5 

8.0 

!958 46.2 

38.7 

14.9 

72.1 

27.8 

11.5 

8.3 

, 1959 36.3 

39.6 

23.7 

62.5 

37.4 

17.3 

10.8 

Average for 

1955-59 43.0 

36.7 

20.0 

64.5 

35.4 

13.4 




(«) ‘Profits before Tax' is the sum of tax proWaion, cKwdencJsdartri- 
but«d and profits retained in business in the form of tran } 

° M /if* han ^‘ion and depreciation) and balance 

fine? Profiu aft cr Tax' is the difference between profits before tax ( 

Source: ^rerafe^fThe^basis of data published in the Reserve Dank of 
India Bulletins. 


15 
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Appendix XV 

STATE-WISE DISTRIBUTION OF COMPANIES AT WORK 

(1957-58) 

(In Iaklis of rupees) 



Number 

Paid-up 

Capital 

°o to the 
total 
number 

% to the 
total paid- 
up capital 

Northern Region 

Punjab 

862 

17.27 

3.0 

1.3 

Rajasthan 

494 

20,49 

1.7 

1.6 

Uttar Pradesh .. 

1,411 

37,% 

5.0 

2.9 

Dcllii 

1.440 

1.98,50 

5.1 

15.2 

Himachal Pradesh 

9 

63 

— 

— 

Total .. 

4,216 

2,74,85 

14.8 

21.0 

Eastern Region 

Assam 

365 

5,42 

1.3 

0.4 

Bihar 

498 

37,72 

1.8 

2.9 

Orissa 

195 

8,69 

0.7 

0.7 

West Bengal 

.. 12,249 

3.49,73 

43.4 

26.8 

Manipur 

8 

16 

— 

— 

Tripura 

12 

25 

— 

— 

Total 

.. 13,327 

4,01,97 

47.2 

30.8 

Western Region 

Bombay 

5,546 

4,23.86 

19.6 

32.4 

Madhya Pradesh 

439 

28,60 

1.5 

2.2 

Total 

5,985 

4,52,46 

21.1 

34.6 

Southern Region 

Andhra Pradesh 

524 

21,79 

1.9 

1.7 

Kerala 

1,212 

29,46 

4.3 

2.3 

Madras 

2,288 

85,83 

8.1 

6.6 

Mysore 

728 

39,92 

2.6 

3.0 

Total 

4,752 

1,77.00 

16.9 

13.6 

Gband Total 

.. 20,280 

13,06.28 

100.0 

100.0 


Source : Department of Company Law Administration, Xau Delhi. 


I 
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Source: Department of Company Law Administration , New Delhi. 
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Appendix XVII 

LIST OF THE FIRST TEN OF THE BIGGEST COMPANIES 

AT WORK 

A. Ranked according to total tangible assets: 

Rank Name of Company Total tangible 

assets (net of 
depreciation) 
(Crores of Rs) 


1. Hindustan Steel, Ltd. .. .. .. 557.1 

2. Tata Iron & Steel Co., Ltd. .. .. .. 170.2 

3. Indian Iron & Steel Co., Ltd. .. .. 92.8 

4. Scindia Steam Navigation Co., Ltd. .. .. 45.1 

5. Associated Cement Companies Ltd. .. .. 43.9 

6. National Coal Development Corporation .. .. 38.5 

7. Burmah Shell Refineries Ltd. .. .. .. 38.4 

8. Sindri Fertilisers & Chemicals Limited .. .. 37.0 

9. Hindustan Aircraft .. .. .. 31.3 

10. Tata Engineering & Locomotive Co., Ltd. .. .. 31.2 


Continued 
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Appendix XVII— Concld. 
B. Ranked according to total salts or income 1 .• 


Rank Name of Company Total Sales or 

Income 
(Crorcs of Rf) 

1. Tata Iron &. Steel Co., Ltd. .. .. .. 86.7 

2. Indian Iron & Steel Co., Ltd. .. .. •. 48.0 

3. State Trading Corporation .. .. .. 42.8 

4. Hindustan Lever Limited. .. .. .. 41.9 

5. Imperial Tobacco Co., Ltd. .. .. .. 36.9 

6. Delhi Cloth & General Mills .. .. .. 30.1 

7. Standard Vacuum Refining Co. .. .. . 29.7 

8. Tata Engineering & Ix>comotivc Co., Ltd. .. .. 28.3 

9. Dunlop Rubber Co. (India) Ltd. .. .. 25.9 

10. Associated Cement Companies Ltd. .. .. 25.6 


^.B. (a) The ranking is as on March 31, 1961. 

(4) Excludes banking and insurance companies. 


Source : Department of Company Lau* Administration, Mew Delhi . 
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Appendix XVIII 

SIZE PATTERN OF NEW COMPANIES 


Size group according to 
authorised capital 

Below Rs. 1 lakh 
Rs. 1 lakh to under 
Rs 5 lakhs 
Rs. 5 lakhs to under 
Rs. 10 lakhs 
Rs. 10 lakhs to under 
Rs. 25 lakhs 
Rs. 25 lakhs to under 
Rs. 50 lakhs 
Rs. 50 lakhs to under 
Rs. 1 crorc 
Rs. 1 crorc and above 


231 

374 

229 

66 

24 


1958-59 

1959-60 

1960-61 

Total 

252 

346 

370 

1,199 

442 

549 

566 

1,931 

274 

334 

38! 

1,218 

63 

122 

177 

428 

24 

36 

47 

131 

18 

34 

53 

114 

22 

31 

89 

170 


961 


Total .. 96! 1,095 1.452 U83 5,191 

Source : D'paHm 'nt of Company Lew Administration. New Delhi. 

Appendix XIX 

s, ss»'*r' 

(In laklis of rupees)__ 

Private Total 


Public 


Size-Group 


No. 


Paid-up No. Paid-up No. Paid-up 

Capital Capital Capita l 

56,10 18,572 1,04,95 24,823 1,61,05 

50,71 849 50,22 1.601 1.00,93 

1,05,81 376 51,18 1,075 1,56,99 

97,25 111 36,54 399 1.33,79 

76,57 30 16,93 158 93,50 

49 97 9 7,43 68 57,40 

onic 37 2.65.46 156 6,02,62 


Below Rs. 5 laklis 
Rs. 5 lakhs to below 
Rs. 10 lakhs 
Rs. 10 lakhs to below 
Rs. 25 laklis 
Rs. 25 lakhs to below 
Rs. 50 laklis 
Rs. 50 lakhs to below 
Rs. 75 lakhs 
Rs. 75 lakhs to below 
Rs. 1 crorc 

Rs. 1 crorc and above .. 
Total 


6,251 

56,10 

18,572 

752 

50,71 

849 

699 

1,05,81 

376 

288 

97,25 

111 

128 

76,57 

30 

59 

4997 

9 

119 

3,37,16 

37 


30 16,93 

9 7,43 


Source : Diriment of Company Uw Administration. New Delhi. 
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Appendix XX 

WORLD S TOP* INDUSTRIAL GIANTS 

Name of Company Country of Origin Total Total 

sales assets 

(Rs) (Rs) 

(crores) (exores) 


1. General Motors .. 

• • 

U.S.A. 

6,064 

4,071 

2. Standard Oil (N.J.) 

• • 

U.S.A. 

3,827 

4,803 

3. Royal Dutch/Shell 

• • 

U.K./Holland .. 

2,608 

4,236 

4. Ford Motors 

• • 

U.S.A. 

2,494 

1,918 

5. General Electric 

• • 

U.S.A. 

1,999 

1,214 

6 . Unilever 

• • 

U.K./Holland .. 

1,847 

1,076 

7. U.S. Steel 

• • 

U.S.A. 

1,761 

2,275 

8 . Socony Mobiloil 

• • 

U.S.A. 

1,514 

1,645 

9. Chrysler 

• • 

U.S.A. 

1,431 

652 

10. Texaco 

• • 

U.S.A. 

1,418 

1,737 

11. British Petroleum 

• • 

U.K. 

862 

962 

12. Imperial Chemical Industries 

U.K. .. 

743 

1,100 

13. Nestles 

• • 

Switzerland 

725 

114 

14. Philips 

• • 

Holland 

595 

688 

15. Volkswagenwcrk A.G. 

• • 

West Germany .. 

524 

257 

16. Fried Krupp 

• • 

West Germany .. 

466 

N.A. 

17. British Motors .. 

• • 

U.K. 

461 

200 

18. Siemens 

• • 

West Germany .. 

460 

386 


•N.B. The ranking is as in I960. 

Source: FORTUNE (U.S.A.), August, 1961. 
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Appendix XXI 

GOVERNMENT AND NON-GOVERNMENT COMPANIES 

AT WORK 

(In crorcs of rupees) 


Govt. Companies Non-Govt. Companies Total 


ending 

No. 

Paid-up 

Capital 

No. 

Paid-up 

Capital 

No. 

Paid-up 

Capital 

31.3.1956 

31.3.1957 

31.3.1958 

31.3.1959 

31.3.1960 

31.3.1961 

61 

74 

91 

103 

125 

139 

66.0 

72.6 

2,56.8 

4,24.2 

4.68.4 

4.98.4 

29,813 

29,283 

28,189 

27,376 

26,796 

25,969 

9.58.2 
10,05.0 

10.49.5 

10.85.6 

11.24.7 

12.26.2 

29,874 
29,357 
28,280 
27,479 
26,921 
26,108 

10,24.2 

10.77.6 
13,06.3 
15,09.8 
15,93.1 

17.24.6 

Source: 

Department of 

Company 

Law Administration. 

, New 

Delhi. 


Appendix XXII 

MANAGING AGENCY REMUNERATION AS PERCENTAGE 

OF PROFITS BEFORE TAX 


Year 



No. of compa¬ 

Profits before 

Managing 


nies to which 

tax (inclusive 

agency remu- 


the financial 

of managing 

neraUon paid 

• 


results relate 

agency remu¬ 

by companies 



neration) 

to managing 




agents 

(1) 

(2) 

(3) 

14) 

1955 

744 

98.43 

14.09 

1956 

745 

89.02 

11.52 

1957 

693 

63.60 

8.38 

1958 

668 

77.82 

8.81 


Percentage of 
managing agency 
remuneration to 
the profits before 
tax.(col. 4 as% 
of col. 3) 
(5)* 


14.2 

11.5 

11.6 

10.2 


i r. inv/» ii worked out from tbc actual 

«« tro ,n 

"1 AdnwMmlion. New DHM. 
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Year 

ending 

March 


948 

949 
1950 
195! 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 


Undated 


257.74 

257.86 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 

257.85 


682.42 

711.59 
597.93 
519.33 
463.47 

387.60 

271.43 
241.14 
241.17 
245.83 
259.08 
606.41 
707.40 
691.67 


Betwen 
5& 10 
years 


85 
96 
303.08 

342.51 
450.14 
411.67 
546.93 
621.70 

616.52 
665.43 
625.22 
596.84 
662.38 
755.19 


Under 

5 

years 


287.23 

309.80 

291.08 

318.77 

232.05 

346.46 

288.06 

353.70 

393.13 

464.50 

557.35 

719.87 

810.53 

866.62 


Total 

Internal 

Debt 


1,449.94 

1,438.46 

1,403.51 

1.403.58 

1,364.27 

1,474.39 

1,508.67 

1,633.61 

1,699.50 

2,180.96 

2,438.23 

2,571.33 


Total 

External 

Debt 



56.50 

49.81 

136.99 

138.53 

136.44 

133.20 

138.81 

160.98 

211.02 

391.35 

630.50 

846.22 


Note : Treasury Bills and Small Savings have been excluded from the above. 
Source: Report on Currency and Finance in India. Reserve Bank of India. 


Appendix XXIV 

GROWTH OI SMALL SAVINGS IN* INDIA 

(In crores of rupees) 


Year 

1951- 52 

1952- 53 

1953- 54 
195-4-55 

1955- 56 

1956- 57 

1957- 58 

1958- 59 

1959- 60 

1960- 61 


Amount 

38.5 
40.2 

37.8 

55.1 

66.5 
59.0 
69.4 

78.2 

82.8 

100.0 


Note: 1 he figures arc of net savings arrived at by deducting the amounts 
withdrawn or certificates encashed from the total gross receipts. 

Source : Budgets of the Central Government of India. 















Appendix XXV 

VOLUME AND PATTERN OF SAVINGS 
(In crores of rupees at 1948-49 prices) 
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Appendix XXVI 

VOLUME AND PATTERN OF SAVINGS OF THE HOUSEHOLD SECTOR 
(In crores of rupees at 1948-49 prices) 
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Appendix XXVII 

INDEX OF INDUSTRIAL PRODUCTION 

(Base: 1951-100) 

Item 1954 1956 1958 1959 ~ 1960 1961 

(Dec.) 


I. Alining (3 Quarrying: 

1. Coal 

II. Manufacturing: 

2. Sugar 

3. Cotton Textiles.. 

4. Jute Textiles .. 

5. Paper & Paper 
Boards 

6. Matches 

7. Sulphuric Acid.. 

8. Cement 

9. Iron & Steel .. 

10. Aluminium 

11. Sewing Machines 

12. Electric Lamps.. 

13. Automobiles .. 

14. Bicycles 

III. Electricity , Gas & 
Steam 

General Index 


107.2 

115.0 

133.7 

107.2 

114.9 

132.2 

97.4 

166.5 

175.6 

110.9 

117.5 

108.9 

107.3 

127.3 

123.9 

117.7 

146.6 

191.8 

91.5 

106.6 

108.3 

141.1 

154.5 

211.9 

137.6 

154.2 

189.9 

113.2 

119.4 

119.1 

127.0 

168.9 

212.6 

180.4 

293.3 

461.5 

148.7 

198.0 

196.4 

64.9 

144.3 

120.3 

325.8 

581.0 

798.6 


142.0 

159.8 

181.9 

137.1 

150.9 

168.1 

186.8 

228.7 

515.8 

111.5 

115.4 

121.9 

125.4 

126.9 

137.5 

222.9 

257.6 

273.0 

112.3 

114.5 

136.3 

273.2 

331.7 

419.1 

213.6 

241.4 

272.0 

163.1 

208.8 

285.5 

448.2 

472.2 

613.9 

568.2 

665.3 

821.4 

224.5 

266.7 

320.1 

163.8 

232.0 

244.3 

867.0 

919.5 

1000.2 

248.5 

280.1 

352.7 

151.9 

170.3 

198.9 


127.0 

112.9 


164.1 

132.6 


209.0 

139.7 


is not adjusted for seasonal variations. 


NorE: General Index _____ __ _,_ r 

Source : Monthly Statistics of the Productions of Selected Industries of India 

Appendix XXVIII 

INDEX OF PRODUCTIVITY OF LABOUR IN INDUSTRIES 

IN INDIA 


Base: 1953—100 


Year 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 


Index of 


Productivity 

88.0 


88.1 


91.6 

105.4 
107.6 
100.0 

116.1 
132.9 

129.1 

130.4 
133.0 


•Source : Estimated on the basis of information contained in the Reports of 
Census of Indian Manufactures. 


/ 
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Appendix XXIX 

SAVINGS DEPOSITS OF INDIAN JOINT STOCK BANKS* 


End of 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

• Inclusive of scheduled and non-scheduled banks. 
Source: Statistical Tables Relating to Banks in India. 


Savings Deposits 
(In crores of Rs) 
144.99 
146.69 
144.91 
147.24 
155.59 

171.14 
193.16 
204.50 
222.07 
246.54 

267.15 


Appendix XXX 

ADVANCES OF SCHEDULED BANKS BY PURPOSB 


(In crores of rupees) 



Sept. 30, 1955 

Oct. 31, 1957 

Oct. 31, 1959 

Oct. 31 

;, 1960 

Sector 

Amount % dis- 

Amount % dis- 

Amount % dis- 

Amount 

% dis- 


Rs 

tribu- 

Rs 

tribu- 

Rs 

tribu- 

Rj 

tribu- 



tion 


tion 


tion 


tion 

Industry 

. 215.7 

35.2 

383.7 

43.6 

418.5 

44.7 

562.8 

51.2 

Commerce 

. 296.8 

48.4 

375.9 

42.7 

373.6 

39.9 

395.2 

35.9 

Agriculture 

. 12.1 

2.0 

24.2 

2.7 

25.7 

2.7 

6.6 

0.6 

Petsonal & 









Professional. 

. 54.3 

8.8 

61.4 

7.0 

78.0 

8.4 

96.8 

8.8 

AU others 

. 34.6 

5.6 

35.4 

4.0 

40.0 

4.3 

38.6 

3.5 

Total 

. 613.5 

100.0 

880.6 

100.0 

935.8 

100.0 

1100.0 

100.0 


Source: Trend and Progress of Banking in India. 


16 
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Appendix XXXI 

ANALYSIS OF L.I.C. INVESTMENTS 

(In Debentures, Preference Shares and Ordinary Shares) 

among important Industries 

(In crores of rupees) 


Industries 

End-1958 

End-1959 

End-1960 

Amount 

Invested 

% to 

total 

Amount 

Invested 

% to 

total 

Amount 

Invested 

% to 

total 

1. Electricity 

.. 8.74 

11.5 

9.20 

11.3 

9.55 

10.4 

2. Engineering 

.. 8.69 

11.4 

9.73 

11.9 

9.10 

9.9 

3. Cotton 

.. 7.59 

10.0 

7.59 

9.3 

8.57 

9.3 

4. Iron & Steel 

.. 5.67 

7.4 

6.84 

8.4 

7.67 

8.3 

5. Jute 

.. 4.19 

5.5 

4.25 

5.2 

4.32 

4.7 

6. Cement 

.. 4.31 

5.7 

4.48 

5.5 

5.34 

5.8 

7. Paper & Pulp 

.. 3.11 

4.1 

3.24 

4.0 

4.09 

4.4 

8. Banks 

.. 2.86 

3.8 

2.99 

3.7 

2.97 

3.2 

9. Coal 

.. 1.97 

2.6 

2.24 

2.7 

2.36 

2.6 

10. Sugar & Breweries 

.. 1.71 

2.2 

1.79 

2.2 

2.90 

3.2 

11. Insurance 

.. 1.61 

2.1 

1.60 

2.0 

2.60 

2.8 

12. Plantations 

.. 0.42 

1.9 

1.66 

2.0 

2.00 

2.2 

13. Shipping & other 

transport 

.. 1.49 

2.0 

2.29 

2.8 

0.96 

1.0 

14. Chemicals & 

pharmaceuticals 

.. 1.28 

1.7 

1.76 

2.2 

1.83 

2.0 

15. Others 

.. 21.53 

28.3 

21.92 

26.8 

27.79 

30.2 

Total 

.. 75.17 

100.2 

81.58 

100.0 

92.05 

100.0 


Source: Report and Accounts of the Life Insurance Corporation of India. 
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Appendix XXXII 

NATIONAL INCOME OF INDIA BY SECTORS 

(In crores of rupee*) 



1951- 1953- 1955- 1957- 1958- 1959- 1960- 
52 - 54 56 58 59 60 61 



I. Agriculture, 
Animal hus¬ 
bandry, etc. 


(a) 50.2 53.1 

(b) 44.4 49.8 


45.2 52.8 62.4 62.1 

50.2 50.1 55.6 55.0 


68.6 

58.6 


II. Commerce. Trans¬ 
port & Com¬ 
munications. (a) 17.9 18.0 

( b ) 17.3 18.3 


18.8 

19.7 


20.7 

21.1 


21.5 

21.9 


22.4 

22.7 


23.6 

24.5 


III. Mines, Manufac¬ 
turing & Small 

enterprises. (a) 16.8 17.7 

(6) 15.2 16.5 


18.5 

17.6 


21*2 

18.6 


21.7 

18.8 


23.3 

19.7 


26.4 

21.1 


IV. Other 
Services. 


(a) 15.0 16.0 17.3 
(ft) 14.3 15.7 17.3 


19.3 20.6 21.9 23.8 
19.2 20.4 21.4 23.1 


V. Net earned 
income from 
abroad. 


(a) -0.2 
{b) -0.2 


0.0 0.0 

0.0 0.0 


- 0.1 - 0.2 

- 0.1 - 0.2 


-0.3 -0.4 

-0.3 -0.4 


National 

Income 


(a) 99.7 104.8 

(b) 91.0 100.3 


99.8 

104.8 


113.9 

108.9 


126.0 

116.5 


129.4 

118.5 


142.0 

126.9 


Note: (a) At current prices. 

Source Income published by ,he Ccn.ru/ Slalislieal 

Organisation, Government of India. 
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Appendix XXXIII 

TOTAL DOMESTIC CAPITAL FORMATION IN INDIA 

(In croresof rupee* at 1948-49 prices) 


Year 

(1) 

Estimates 
of Capital 
formation 

(R») 

(2) 

Nation¬ 

al 

income 

(R*) 

(3) 

Percentage 
of col 2 
to col 3 

(4) 

1950-51 .. 

591 

8,850 

6.6 

1951-52 .. 

460 

9,100 

5.0 

1952-53 .. 

564 

9.460 

5.9 

1953-54 .. 

573 

10,030 

5.7 

1954-55 .. 

731 

10,280 

7.1 

1955-56 .. 

955 

10,480 

9.1 

1956-57 .. 

966 

11,000 

8.7 

1957-58 .. 

782 

10,890 

7.1 

1958-59 .. 

902 

11,650 

7.7 

Annual Average 




between 




1950-51 & 1958-59 

725 

10,193 

7.1 


Source : Reserve Bank of India Bulletin. 


Appendix XXXIV 

INVESTMENTS IN INDUSTRIES, MINERALS AND ELECTRIC 

POWER IN THE THREE PLANS 

(In crorcs of rupees) 



First Plan 

Second Plan 

Third 

Plan 


Public 

Sector 

’ Private 
Sector 

Public 

Sector 

Private 

Sector 

Public 

Sector 

Private 

Sector 

Large-scale 

Industries & 
Minerals 

60 

340(a) 

870 

675(a) 

1,520 

1.050(a) 

Electric Power 

260 

30 

445 

40 

1,012 

50 

Total 

320 

370 

1,315 

715 

2,532 

1,100 


(c): Inclusive of investments on expansion, replacement and modernisation, 
source : The Planning Commission . 
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